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"Saves hours of time .. . 
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SEE HOW MUCH 


NATIONAL MECHANIZED ACCOUNTING 
CAN SAVE YOU! 

Concerns of every size and type report savings up to 30% — often more! 
Savings are frequently enough to pay for the entire installation in the first 
year. National’s time-and-monéy-saving features make this possible. 
The removable form bar shown above, which quickly adapts this National 
Accounting Machine to various jobs, is but one of five outstanding features— 
and only National has them all. 
In the office, as in the factory, mechanization cuts overtime, reduces costs. 
Ask your National representative to study 
your present accounting set-up and report 
the savings you may expect from a modern 


National system. Z YT IT FLEE Z 


THE NATIONAL CASH REGISTER 
COMPANY OF CANADA LIMITED 


When you are visiting the Canadian National Exhibition, be sure to 
ments in Cash Registers, Accounting Machines and Adding Machines at 
Registe: in the Business Equipment ‘Building. 
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IMPERIAL LIFE ASSURANCE COMPANY 
N 


OF CANADA 
320 Bay St., Toronto. 


WA, 8365 Residence MA. 8896 


THE CANADIAN SURETY company 
Specialists in 
ACCOUNTANTS’ LIABILITY INSURANCE 


and 
BLANKET DISHONESTY BONDS 


The Company also writes: 
Inland Transportation, Personal Property Floater, Fire, Automobile, Burglary, 
Forgery, Liability, Plate Glass, Aviation Insurance and Fidelity and Surety Bonds. 
Branches: 
MONTREAL - TORONTO - WINNIPEG .- 


EDMONTON - VANCOUVER 
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Strenuous exercise, this treading the 
tricky “tight-rope” margin between costs 
and profits. It can take a lot out of a 
man—and out of his business, too, un- 
less he maintains the proper balance. 


Complete, up-to-the-minute facts and 
figures can do wonders towards making 
this margin wide enough for firmer 
footing. 

You need today’s data today to plan 
successful strategy . . . to make those 
vital decisions t keep your feet on 
solid ground. 


WHEREVER THERE’S BUSINESS 


That’s why it’s so important that you 

have the right figuring and accounting 

—— —and enough machines in your 
ce. 


Modern Burroughs machines will pro- 
duce the facts you need when you need 
them. Mechanizing your office with 
Burroughs will also help you reduce 
overtime and eliminate the necessity for 
costly temporary help. Why not talk it 
over with your Burroughs man today? 
Burroughs Adding Machine of Canada, 
Limited, Windsor, Ontario. 


“” Burroughs g 
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now YOU CAN GET BOTH AT A 
SPECIAL COMBINATION PRICE 


The 1949 Edition of the book "Standardized 
Audit Working Papers", by Staples, and the 
complete set of full size standardized audit 
work sheets (67 sheets), at the special 
combination price of $8.95 0... 
The book alone (showing the WPs filled 
out for a typical — engagement), 
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We Solicit Your Enquiries 


119 Adelaide St. W., Toronto 
Telephone A. 0106 


CHARTERED ACCOUNTANT 
WANTED 


Manufacturing company with several 
branches in Canada invites applications 
from suitable candidates for position 
of branch controller in eastern Ontario 
city. Position requires the exercise of 
considerable administrative and execu- 
tive ability as well as technical knowl- 
edge. Reply giving qualifications, ex- 
perience, age, references and salary re- 
quired to Box 95, The Canadian Char- 
tered Accountant, 10 Adelaide St. E., 
Toronto, Ont. 





POSITION OFFERED 


Comptroller required for Saskatche- 
wan Power Corporation. Professional 
qualifications necessary are those of a 
chartered accountant or equivalent. 
Write to secretary, Saskatchewan Power 
Corporation, Regina, Sask., giving 
qualifications and experience, and stat- 
ing age and initial salary expected. 


YOUNG CHARTERED 
ACCOUNTANT WANTED 


Vacancy with a practising chartered 
accountant in Toronto. Applicants 
should state age, experience and salary 
expected. J. Clare Wilcox, C.A., 24 
King St. W., Toronto. Ont. 





57 Simcoe St. S., Oshawa 
Telephone 35 


CHARTERED 
ACCOUNTANT REQUIRED 


By McIntosh, McVicar & Dinsley, 510 
West Hastings St., Vancouver, B.C. 
Please reply in writing, furnishing par- 
ticulars relative to training, experience, 
age and marital status. 


Questions and Concise 
Answers 


AUDITING & THEORY 
By L. MARDER, LL.B., C.P.A. 


is designed for the final review, that 
period before the examination when 
voluminous texts contribute little but 
worry and confusion. It will teach the 
C.A. candidate to answer questions in 
a style preferred by Examiners — 
briefly and to the point, 


1800 Questions with Answers, 


Cloth—492 pp. ....secsrseseereeeee$10.00 


1300 Questions with Answers, 
Cloth—448 pp. ...rocccccrsecseseee 


500 Questions with Answers, 


enna recceesessoccesccscssocscsessoes 


7.50 
2.00 
Free Descriptive Circular 


CONCISE TEXT PRESS 


P.O. Box 824 - Church St. Annex 
NEW YORK 8, N.Y. 
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STEWART, SMITH, MACKEEN, COVERT & ROGERS 
Barristers, Solicitors, Etc. 
Roy Building - - - Halifax, N.S. 





ST-LAURENT, TASCHEREAU, ST-LAURENT & NOEL 
Barristers and Solicitors 
Price House, 65 St. Anne Street - - Quebec, P.Q. 





GOWLING, MacTAVISH, WATT, OSBORNE & HENDERSON 
Counsel: Leonard W. Brockington, K.C. 
Barristers and Solicitors 
Ottawa - Canada 
E. Gordon Gowling, K.C. Duncan K. MacTavish, K.C. J. Douglas Watt, K.C. 


Robert M. Fowler John C. Osborne Gordon F. Henderson 
Ronald C. Merriam Adrian T. Hewitt John Campbell Viets 





MILNER, STEER, DYDE, POIRIER, MARTLAND & LAYTON 
Barristers, Solicitors, Etc. 
Royal Bank Chambers - - - Edmonton, Alta. 


APPLICATION FORMS 


Prepared by the Committee on Personnel Selection 


Per dozen 


THE DOMINION ASSOCIATION OF 
CHARTERED ACCOUNTANTS 


10 Adelaide Street East Toronto 1, Ontario 
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American Institute Convention 
Los Angeles, Oct. - Nov. 


EW MEXICO, the Sangre de Cristo 

Mountains, the Indian village of 
Tesuque, the Grand Canyon, the Kaibab 
National Forest. And then California, 
Los Angeles (Hollywood!), Yosemite, 
San Francisco with its Golden Gate and 
its Chinatown, Sausalito and the Giant 
Redwoods. Reno, the Great Salt Lake, 
the Great Divide, the Royal Gorge and 
the Hanging Bridge! And home again 
on or about November 10th. 

And, in addition to all this scenic 
grandeur, the 62nd Annual Meeting of 
the American Institute of Accountants at 
Los Angeles, October 30 to November 3. 


Our American professional brothers, 
in characteristic fashion, (and notwith- 
standing their republican proclivities) are 
putting on a show in regal style. A 
special train has been chartered, leaving 
New York on October 26th which will 
pick up passengers en route, and carry 
them, on an all-expenses-paid tour, right 
across the continent to smoggy California, 
with stops on the way (and on the way 
back) to take in all the famous places 
mentioned in the first paragraph — and 
a number of others not mentioned. 

Members of the Dominion Association 
will be welcomed as guests at the Los 
Angeles meeting of our American col- 
leagues — and it is obvious that their 
attendance will prove both educational 


AUGUST 1949 
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NUMBER 2 


and enjoyable. For further information 
write the Secretary, The Dominion As- 
sociation of Chartered Accountants. 


Australian Congress on Accounting 
An Invitation 
Sydney, Australia, November, 1949 


EMBERS of the Dominion Associa- 

tion of Chartered Accountants are 
invited to attend the Australian Congress 
on Accounting to be held in Sydney, No- 
vember 21 to 25 next, under the sponsor- 
ship of the Institute of Chartered Ac- 
countants in Australia, the Common- 
wealth Institute of Accountants, the Fed- 
eral Institute of Accountants, the As- 
sociation of Accountants of Australia and 
the Australasian Institute of Cost Ac- 
countants. On behalf of the sponsor- 
ing bodies, the President of the Congress 
has extended to members of the Domin- 
ion Association of Chartered Account- 
ants a cordial invitation to attend. 

The purpose of the Congress is to pro- 
mote the interests of the accountancy pro- 
fession generally. The programme in- 
cludes technical sessions, social functions, 
sporting events and visits to places of 
geographic and industrial interest. Stress 
will be given to current trends in the 
theory and practice of accounting and 
the increasing scope of the duties and 
responsibilities of accountants. New 
methods and new ideas on accounting 
will be presented to the Congress by some 
of Australia’s best known authorities in 
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the field. In addition, leading account- 
ants from Britain will speak. These in- 
clude Mr. Gilbert Shepherd, M.B.E., 
F.C.A., immediate past president of the 
Institute of Chartered Accountants in 
England and Wales, and Mr. F. Sewell 
Bray, F.C.A., Nuffield Research Fellow, 
Department of Applied Economics in 
the University of Cambridge, who will 
present a paper on “Concepts of Ac- 
countancy and Economics”’. 


Members planning a visit to Australia 
this year are asked to keep the date of 
the Congress in mind. Suitable accommo- 
dation has been reserved for overseas vis- 
itors. Any member who intends visiting 
Australia for the Congress should com- 
municate with the secretary of The Do- 
minion Association of Chartered Ac- 
countants. 


Company Law 


DITORIAL COMMENT in the 

May 25, 1949 issue of The Federa: 
Accountant (Australia) deals with cur- 
rent thought that the new English Com- 
panies Act is a star for all to follow. 
It points out that many existing Com- 
panies Acts of the British Common- 
wealth are as good, if not better, than 
the new British Act and that in some 
specific clauses it is so restrictive as to 
be almost ridiculous. Generally, dealing 
with information given in public ac- 
counts, the following paragraph taken 
from the editorial follows the view of 
the profession in Canada so far as we 
have been able to assess it, — 


Information given in published ac- 
counts to-day is far in excess of that 
given ten years ago, not because of leg- 
islative necessity, but because of the 
clearer realization by management and 
the accountant of their obligation to 
shareholders and the public. They also 


realize that the so-called disadvantages, 
such as giving information to competi- 
tors, which were used as arguments 
against fuller disclosures in the accounts, 
are more mythical than real. We, as 
accountants, can do far more by educa- 
tion of our clients and principals than 
any legislation can hope to achieve. 


Inventory Accounting Methods 
of Canadian Manufacturers 


HE DOMINION Bureau of Statis- 

tics has prepared a report on this 
subject as one of a series of D.B.S. Ref- 
erence Papers, 1949. It is available at 
25¢ a copy. 

It is the result of a survey made by 
questionnaires addressed to 498 firms, to 
which 414 sent back replies, complete or 
nearly so. The 498 firms were picked to 
give a fair sample of firms with various 
ranges of inventory valuation and gross 
production. 

Cost and lower-of-cost-or-market valu- 
ations were used by almost all reporting 
firms, with a definite preference for the 
latter method indicated, especially 
amongst the larger firms. 

The following paragraph is quoted 
verbatim to indicate that a definition of 
“market” has wide variations and re- 
quires further study and agreement. 

As interpretations of “market” differ, 
it is mecessary to define the term. “Re- 
placement cost” was reported most fre- 
quently. By “replacement cost’’ is meant 
the cost of acquiring the goods in ques- 
tion by the usual method of acquisition 
for the firm, whether this be by pur- 
chase or manufacture. Other methods, 
reported less frequently, were “estimated 
selling price”, “estimated selling price 
less cost to sell and profit’, and miscel- 
laneous methods, which have been com- 
bined for tabulation, such as, “selling 
price less cost to sell’, and “lower of (a) 
replacement cost, (b) selling price less 
cost to sell less normal profit”. 





47th Annual Meeting 


Amended Notice of Annual Meeting 


THE DOMINION ASSOCIATION OF CHARTERED ACCOUNTANTS 
Toronto, Ontario, September 10 to 16 


(Subsequent to the publication of the notice of an- 
nual meeting in the July issue of The Canadian 
Chartered Accountant notice of an additional pro- 
posed amendment to the by-laws was received by the 
Secretary within the time allowed by By-law No. 26. 
The notice of annual meeting has been amended ac- 
cordingly.) 

The forty-seventh annual meeting of The Dominion Association of Chartered 
Accountants will be held in Toronto, Ontario, at the Royal York Hotel, on Saturday 
to Friday, 10th to 16th September, 1949, for the reception of reports and other 
business. 

Notice of motion has been received by the Secretary of a proposed amendment 
to By-law No. 1 of the Association to recognize the Institute of Chartered Ac- 
countants of Newfoundland as a corporation the members of which shall ipso facto 
be members of the Association. 

Notice of motion has been received by the Secretary of a proposed amendment 
to By-law No. 3 of the Association as follows: “that any person who is now retired 
and who has paid the annual dues for a period of at least 30 years should be con- 
tinued as a member without further payment of dues”. 


E. J. Howson, Clem L. King, 
President Secretary 
Toronto, Ontario 18th July, 1949 


Special Programme For The Ladies 


The following programme of entertainment has been arranged for visiting ladies. 
The items marked with an * are necessarily restricted to visiting ladies from outside the 
Toronto metropolitan area. 


Tues. Sept. 13—8.00 p.m.: Informal Reception in the Concert Hall of the Royal York for 
all members and their ladies. Refreshments and dancing. 


Wed. Sept. 14—Trip to Niagara Falls*. Buses will leave in the morning and return at 
approximately 5 p.m.; luncheon, Rainbow Salon, General Brock Hotel, 
Niagara Falls, Ontario. 


Thurs. Sept. 15—Luncheon at Ontario Jockey Club,* Woodbine Race Track: buses leaving 
Royal York Hotel at 12.30 p.m. and returning in afternoon during or 
after the races. 

—8.30 p.m.: Theatre Night in the Concert Hall of the Royal York Hotel 
for members and ladies. Seating capacity is necessarily limited so Ontario 
members are requested to apply for their tickets early. 


Fri. Sept. 16 —2.30 p.m.: Sightseeing trip* with afternoon tea at the famous Old Mill.* 
—7.30 p.m.: Dinner and dance in Banquet Hall, Royal York Hotel. Informal. 





Letter from a Reader 


Toronto, May 4, 1949 


Sir: The Accountant (London), April 9, 
1949, contains a leading article on “En- 
dorsements”. The subject dealt with and the 
suggestion presented are of prime interest 
in the banking field, but as they are pub- 
lished in an accountants’ magazine I am en- 
couraged to think that you may be inter- 
ested in another aspect of banking practice 
which could be of interest and value to 
banks in Canada and elsewhere and to your 
readers generally. 


Banking services could be considerably ex- 
tended by the adoption of a system of guar- 
anteed or warranted cheques. 


The average citizen is often deterred from 
tendering his cheque for goods or services 
by his apprehension of the common unwil- 
lingness of the other party to accept a 
cheque as payment. This unwillingness 
does not prevail with regard to certified 
cheques or bank money orders. It would 
disappear in relation to customers’ cheques 
if these bore on their face an undertak- 
ing by the bank that, up to a specified limit, 
the cheques in such cases when properly 
drawn and signed by the account holder 
would be met by the bank. 


The customer wishing to use this service 
would be required to deposit cash or secur- 
ities proportionate to the bank undertaking. 
Thus if the limit applying to each cheque 
were $50.00, a book of 20 cheques would 
call for security of $1,000.00. Alternatively 


the bank could grant the service to ap- 
proved customers without security, stipu- 
lating only that the account be kept in funds 
and refusing to issue further “guaranteed 
cheques” until any existing overdraft was 
covered. The cheques should be printed 
on special paper and should bear a title like 
“Guaranteed Cheque” or “Protected 
Cheque”, or a new word of a few letters. 


The service might not be used by firms or 
individuals who considered that their name 
was a sufficient guarantee. On the other 
hand, the distinction attaching to these 
cheques might be so favourable that every- 
one of repute would seek to use them. 


The cheques would have printed numbers 
and would be registered by the bank as is- 
sued to the customers. If a customer de- 
stroyed a cheque, he should return it to the 
bank. The customer should be obliged to 
return the cheques to the bank if requested 
to do so. The customer would carry an 
authentication card issued by the bank and 
bearing his signature. On tendering a 
cheque to a payee who did not know him, 
the customer would present this authenti- 
cation card or other proof of his identity. 

Such cheques would be readily cashed by 
any bank on this evidence. It is not likely 
that these cheques would circulate as cur- 
rency, but they should not be made payable 
to bearer. 

The bank would make a charge for the 


service. 
Jas. TURNER 
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Succession Duty Valuations 


By Philip F. Vineberg 


A lucid analysis of an intricate problem 


A‘ A TIME when we are all so pre- 
occupied with the high cost of liv- 
ing, there may be some compensation in 
lifting the veil on the high cost of dy- 
ing — succession duties. In this world, 
as Benjamin Franklin expressed it, noth- 
ing is certain except death and taxes. I 
have been invited to examine a conten- 
tious ill-defined aspect of the inter-rela- 
tionship between the two. At the pearly 
gates, there is no admission fee — at 
least of a pecuniary nature — but St. 
Peter’s temporal emissaries have an ac- 
counting all of their own. None of the 
entrants who claim angelic qualifications 
can protest. For no tax levy commands 
so much justification as death duties. 
Once the rates are established — and I 
for one would favour their imposition at 
high levels — the technical problem 
arises of measuring in equitable scientific 
terms such a principal canon of taxation 
as ability to pay. 


Valuation Necessary at Two Stages 


Valuation is necessary at two stages: 
(2) determination of the total aggregate 
value of the entire estate devolving upon 
death of the deceased, in respect of which 


various global rates of tax will apply; 
(4) - fixation of the value of individual 
apportionments and legacies subject in 
turn to another set of legacy tax rates. It 
is, of course, only necessary to establish 
the net value of the property of the de- 
ceased. After determination of the dol- 
lar value of the assets, deduction may be 
made of the liabilities. While most 
valuation issues concentrate on assets, 
even the appraisal of liabilities may en- 
tail some debate where these are not fixed 
in precise money terms but are doubtful, 
contingent, disputed, payable in kind or 
extinguished in whole or in part by the 
laws of prescription or the statutes of 
limitations which the heirs for moral rea- 
sons propose to waive. In some of the 
early Provincial cases, on a technical con- 
struction of the language of the legisla- 
tion, the absurd conclusion was reached 
that deduction of liabilities was not 
allowed in determining the aggregate 
value of the property. This surprising 
anomaly has now been corrected. 

Only the “dutiable value” of the es- 
tate of the deceased is subject to tax. 


1Att.-Gen. of Ont. v. Lee (1904) 9 O.L.R. 
9; 10 O.L.R. 79; 18 O.L.R. 550. 


Adapted from a speech delivered to the Chartered Accountants Students Society 
of the Province of Quebec, April 1949. 
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Property devolving by title other than 
that of inheritance is therefore exempt. 


Where husband and wife are married - 


common as to property it follows that the 
community half of the property received 
by the wife upon the death of her hus- 
band does not represent a taxable dispo- 
sition of property. On the other hand, 
the prior death of the wife would entail 
succession duties on her half-share of the 
community property whether or not it 
had arisen as a result of the business or 
property accumulations developed by the 
husband during the marriage. 


For a long time it was considered that 
any dispositions by the husband under 
marriage contract in favor of his wife — 
a procedure common in Quebec where the 
parties may covenant prior to the mar- 
riage to exclude community — would 
constitute a gift in contemplation of 
death. While many Court judgments 
interpreting rules of the Quebec Civil 
Code justify this approach, a recent de- 
cision of the Exchequer Court in Re Fleet 
Estate v. M. N. R., (1947) recognizes 
an unpaid gift under the marriage con- 
tract as being a liability of the estate of 
the deceased husband which is deductible 
in determining net aggregate value. In 
this particular case the husband had 
undertaken to pay his wife the sum of 
$20,000 which remained unpaid at his 
death in 1943. The judgment is now un- 
der appeal. If the Federal tax authori- 
ties ultimately fail in their contentions, 
it remains to be seen whether an effort 
will be made to invoke a gift tax levy or 
even to amend the law to eliminate an 
exceptional right which must be regarded 
in other provinces as unduly discrimina- 
tory in favor of the Quebec taxpayer. 


Property valuations transcend provin- 
cial and international boundaries. In de- 
termining “dutiable value’ real estate 
outside the Province or the Dominion, 
as the case may be, is excluded. On the 
other hand, while non-residents are taxed 


only on property within the jurisdiction 
of the taxing authorities, the entire value 
of the estate must be established for pur- 
poses of computing applicable tax rates. 


The Dutiable Estate 


The dutiable estate includes not only 
property disposed of at death but earlier 
dispositions such as gifts within three 
years of death in the Federal case, or five 
years under the Quebec Succession Duty 
Act. There is an old maxim of French 
law: donner et retenir ne vaut. Legisla- 
tion has evolved designed to insure that 
any settlements in violation of this prin- 
ciple are included as taxable in the suc- 
cession.2 Wherever such a disposition is 
made, it follows from the definition of 
“succession” in sec. 2(m) of the Do- 
minion Succession Duty Act and of “‘duti- 
able value” in sec. 2(e) that the trans- 
ferred property must be valued as at the 
date of the death. 


Suppose “A” and “B” are associated 
together in the formation of a new com- 
pany. A subscribes to shares of the 
company for $10,000 and then transfers 
these shares to his children. On the 
other hand, B makes a direct gift of 
$10,000 to his children with which they 
subscribe for shares. Some two and one- 
half years later, A and B die at about the 
same time, after the equity values of their 
respective children’s shares have grown to 
$50,000. No doubt the formidable task 
of enhancing the original value so rap- 
idly must have hastened the demise of 
our two entrepreneurs. In A's estate, 
the property transferred is valued at $50,- 
000; in B’s at only $10,000. Nor is 
this merely an academic illustration. In 
Atty.-Genl. Ont. v. National Trust Co.* 
the deceased had transferred shares 


2Sec. 3 of the Dominion Succession 
Duty Act. Reference may also be made 
to National Trust Co. v. M.N.R. [1947] 
C.T.C. 201, 


31931 3 D.L.R. 689. 





Succession Duty Valuations 


valued at $50,240. By the time of his 
death, two years later, these shares had 
attained a value of $264,183. Succession 
duties were imposed at the enhanced 
value. By the same token if a donor 
gives his children a million dollars in 
1947, which they proceed to lose by mis- 
guided investments, and if the donor 
were to die from the shock, today the 
children would still be subject to succes- 
sion duties on the one million dollars 
that had been dissipated by the time of 
death. 


Value must be determined as at the day 
of death of the deceased. Even though 
the heirs may not, in practice, be able to 
deal immediately with the assets of which 
they are seized by reason of succession 
duty requirements and problems of ad- 
ministration, nonetheless any subsequent 
appreciation or depreciation in value 
would be immaterial.* 


Rapid Gyrations In Value 


The time has come to consider the im- 
pact of rapid gyrations in value. The 
value of bequeathed securities should not 
be divorced entirely from the vagaries 
of the stock exchanges. The very choice 
of the investments passing to the heirs 
is as much prefixed by the deceased and 
beyond the decision of the heirs as the 
net addition to their wealth out of which 
they are being taxed. Simply because 
the deceased died on a day when Wall 
Street was bullish it is difficult to see 
why the heirs who have to dispose of 
their interests on a less favourable mar- 
ket must be unduly penalized. Attention 
is directed to the fundamental considera- 
tion of ability to pay. A sudden decline 


4Cf. Lord Strathcona v. Oom’rs of I.R. 
(1929) S.L.T. 629; Rex and Att-Gen. 
Sask. v. Meilicke [1938] 3 D.L.R. 33; 
Att..Gen. Alta. v. Pearce [1932] 1 D.L.R. 
587. 


SDominion Succession Duty Act, sec. 5; 
Cf. In Re Jost [1942] 1 D.L.R. 81. 


After graduating from McGill 
University in 1935, Mr. Philip F. 
Vineberg studied at the Ecole 
Libre des Sciences Politiques in 
Paris. In 1939 he was gold med- 
allist in law at McGill, and now 
is Assistant Professor of Eco- 
nomics and Lecturer in Commer- 
cial Law at that University. A 
member of the Montreal law firm 
of Phillips, Bloomfield, Vineberg 
& Goodman, he is the author of 
various publications on legal and 
financial subjects. 


in values subsequent to death cannot be 
entirely ignored. Nor can we disregard 
the resultant forced liquidations and auc- 
tion block dispositions of businesses. At 
the onset of depression this method of 
valuation contributes to a concentration of 
economic enterprise into fewer hands. A 
despondent son must sell his birthright 
for a mess of pottage and then feed it 
to the tax collector. In income tax law, 
on the other hand, we have finally recog- 
nized the merit of offsetting losses 
against profits, even on a retroactive basis. 

For all these reasons, some remedy 
must be sought for the exceptional and 
inequitable cases where the heirs pay a tax 
not on what they really receive but on 
the much lesser amounts that remain after 
a rapid shrinkage of values during the 
liquidation period of the estate subse- 
quent to death. Under U.S. practice the 
heirs are given the option of valuing the 
estate either as of the date of death or 
one year thereafter (except, of course, 
for the valuation of property disposed of 
in the interim). Surely this solution 
commends itself for adoption in our own 
country. 


Valuing a One-Man Business 


The value of a business whose finan- 
cial destiny was bound up with the abili- 


6U.S, Internal Revenue Act, sec. 811. 
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ty, personality and efforts of its principal 
protagonist may be much affected by his 
death. May allowance be made for the 
consequent diminution of value result- 
ing from death? An affirmative answer 
is inherent in the basic theory of the law. 
It is the disposition of the property alone 
which is taxed. Personal attributes are 
not transmissible. The exceptional earn- 
ing power of a business traceable to trans- 
missible elements of goodwill must be 
distinguished from the earning potential 
attributable to the personal executive 
ability of the deceased. At one unde- 
niable extreme, the residual estate of a 
wealthy doctor is not one whit enhanced 
by his former earning potential once he 
goes the way of all doctors’ patients, At 
the opposite extreme, in valuing a large 
scale business enterprise cumulatively es- 
tablished connections usually survive the 
death of a principal stockholder even 
where he has been actively associated 
with corporate management. The claim 
for an allowance is more applicable to 
the small firm than the large one. The 
right to such an allowance has been tested 
and affirmed in the United States courts’ 
and has found expression in a current 
regulation of the New York State Suc- 
cession Duty Department: “Consideration 
should be given to the relation of the 
decedent to the actual operation of the 
corporation and the effect of his death 
thereon.” A similar provision is to be 
found in the U.K. Finance Act.§ In Can- 
ada, the principle has now won a some- 
what belated and begrudging recognition 
in administrative decisions. 


Determining “Value” 
“Value” as the late Mr. Justice Bran- 


trving Bank vy. Columbia Trust Com- 
pany et al. (1929), 16 B.T.A. 897; In re 
Bach’s Estate, 147 N.Y.S. 229. 

8Finance Act, 1910 sec. 60(2). 

*Southwestern Bell Telephone Co. v. 
Public Service Com’'n 262 U.S. 276, at p. 


310. 
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deis expressed it “is a word of many 
meanings’.® Not only is it only ‘‘neces- 
sarily a matter of opinion’’?® but there is 
evidently room for considerable difference 
of opinion. After the absorption of the 
Grand Trunk Railway into the Canadian 
National Railways, expert arbitrators 
were appointed to determine “the value, 
if any, to the holders thereof of the pref- 
erence and common stock of the old 
Grand Trunk Railway Company of Can- 
ada”. The majority arbitrators in a judg- 
ment which was upheld by the Judicial 
Committee of the Privy Council con- 
cluded that the appropriate measure for 
determination of value should be net 
earning capacity, both actual and poten- 
tial, which should then be capitalized. In 
a minority opinion, Chief Justice Taft of 
the U.S. Supreme Court contended that 
consideration might be given to replace- 
ment costs. Proceeding on their differ- 
ent interpretations of value to appraise 
exactly the same securities, the minority 
and majority arbitrators established a 
value of ‘‘not less than $48,000,000” and 
“zero” respectively.1 There was room 
for $48 millions worth of difference ot 
Opinion on the meaning of the word 
“value” and its application to this par- 
ticular situation ! 


Essentially, valuation imposes a chal- 
lenge to compare the unlike—money and 
the wealth for which money may be ex- 
changed. Indeed a failure to distinguish 
between these two concepts of money and 
wealth, so interrelated and yet so unlike, 
constitutes easily the most prolific source 
of confusion in economic thought. 


Fair Market Value 


Valuation for succession duty purposes 
means exchange value. In the language 
of sec. 2(a) of the Dominion Act — 


and the corresponding provisions of most 


10Jenkins v. Smith 21 Fed. Suppt. 251. 
11G.T.R. vy. The King [1923] A.C. 150. 











Provincial statutes’* — recourse must be 
sought to “fair market value”. ‘‘Fair”’ 
qualifies market more than it does 
“value”. “Fair value’ might be very 
different from ‘Fair market value’ im- 
porting an objective social appraisal far 
removed from the realities of the market. 
Is it “fair” to value a diamond brooch 
more highly than a copy of the Bible? 
No matter. The test is, how much money 
may be fetched in a fair market. In such 
a case all competing methods of valuation 
emphasizing original cost or replacement 
cost or earning capacity are mere secon- 
dary indicia — useful within their own 
limits but always subordinate to the fun- 
damental objective of determining fair 
market value. As the Canadian Ex- 
chequer Court expresses the issue in an- 
other connection “the phrase ‘fair price’ 
is a commercial term and not a legal term 
and it involves a question of fact into 
which many considerations may enter’’.** 

At first glance the Quebec Succession 
Duty Act adopts an entirely different cri- 
terion by referring to “real value’.** In 
practice, however, where the expression 
“real value” has been used in legislation 
unrelated to succession duties, the Can- 
adian courts have tended to assimilate it 
to “market value”. Said Mr. Justice 
Duff, in Montreal Island Power Co. V. 
Laval des Rapides'® where the expression 
“real value’ used in the Quebec Cities 
and Towns Act was under considera- 
tion:— 

Now the word ‘value’ may have dif- 
ferent meanings, like many other words 
in common use, according as it is used in 
pure literature, or in a business com- 
munication, or in conversation. But I 
think that ‘value’ when it occurs in a 
contract has a perfectly definite and 


12The Ontario Act simply refers to 
“value”, 

13Rex v. Norzema Chemical Co, of Can. 
[1941] Ex. Ct. R. 155 at p. 156. 
14Sec, 14. 
15[1936] 1 D.L.R. 621. 
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known meaning unless there be something 
in the contract itself to suggest a mean- 
ing different from the ordinary meaning. 
It means exchangeable value — the price 
which the subject will bring when ex- 
posed to the test of competition. 

When used for the purpose of defining 
the valuation of property for taxation 
purposes, the Courts have, in this coun- 
try, and, generally speaking, on this con- 
tinent, accepted this view of the term 
‘value’. 

As Honoré Parent expressed it: 
“To reduce this problem to its simplest 
expression, the value of a property ac- 
cording to authorities and jurisprudence 
is governed by the price the owner who 
is not obliged to sell could obtain from 
a buyer who is not obliged to buy.’’?* 

Indeed valuation problems are not by 
any means restricted to succession duties 
and underlie many branches of law. If 
there is a tendency to compartmentalize 
the rules it may in part be traceable to a 
reluctance on the part of learned counsel 
to cite in succession duty cases the same 
doctrines of value that they are prepared 
to adduce in expropriation cases where 
Crown counsel look downward and op- 
posing litigants raise their sights. 

Once attention is fixed on fair market 
value, the importance both of liquidity 
and of the impact of liquidation on value 
emerge. To what extent is the asset con- 
vertible, in the existing state of the mar- 
ket, into cash, and what will be the effect 
of this conversion on the very rate at 


i16Parent: Manual of Real Estate valua- 
tion, p. 11. Enunciation of the same 
principle is to be found in Grandpien 
Realties Co. v. Montreal East [1932] 1 
D.L.R. 705; La Compagnie d’Approvision- 
nement d’Eau v. Montmagny (1915) 24 
Que. K.B. 416; Royal v. Coteau Landing 
36 Rev. Leg. 265; Lacroix v. Montreal, 54 
Que. S.C. 130. A British Columbia Court 
has applied the same test in determining 
the “actual cash value” of real estate. 
Stock Exchange Bldg. Corp. v. Vancouver 
[1945] 2 D.L.R. 663. 
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which it can be exchanged. Valuation 
as at the hour of death imposes the neces- 
sity of snapping a “‘still” photo where 
only a three-dimensional moving picture 
could effectively portray all the dynamic 
elements of the market. Long term in- 
dustrial developments often result in an 
agglomeration of staggered future claims 
on money at the expense of current 
liquidity. Admittedly, the institutions of 
corporate finance and of the capital funds 
market facilitate the division of even 
large blocks of assets into smaller and 
therefore more marketable form, None- 
theless no faithful or ‘fair’ market ap- 
praisal is possible without regard to the 
degree of liquidity in the form of the as- 
set being valued. 

Liquidity directs attention to sale or the 
prospective terms of conversion into cash. 
As Sir Charles Fitzpatrick expressed it: 
“Speaking generally, the intrinsic value 
of a piece of property must necessarily 
be the price which it will command in 
the open market.”** Value must be de- 
termined by reference to the market and 
an appraisal of “what a willing vendor 
might reasonably expect to obtain from a 
willing purchaser’.** Value to the bene- 
ficiary for particular subjective reasons — 
economic as well as sentimental — do 
not impart any taxable value except inso- 
far as the asset concerned is objectively 
marketable.’® 


The “Blockage” Theory 


Resistance to the full implications of 
the “fair market” concept may be noted 
in the debate surrounding the so-called 


17Grierson v. Edmonton (1917) 58 
S.C.R. 13 at p. 13. 

18Vyrichela v. Vizagapatam [1939] A.C. 
302 at p. 312. 

19A contrary approach is to be found in 
Bonbright, “Valuation of Property” Vol. 
II Pp. 694-695. To Bonbright’s scholarly 
and comprehensive contributions, it 
should be added, all students of the sub- 
ject are deeply indebted. 


“blockage” theory. For corporate secur- 
ities listed on the stock exchange, it is 
established practice to determine value at 
the closing exchange quotation on the 
date of death. Where there is only a 
“bid” and ‘‘ask”’ quotation the lower price 
plus 4 of the differential between it 
and the higher price is generally fol- 
lowed. This administrative practice fol- 
lows the English precedent. Under the 
Quebec statute, the stock exchange price 
is specifically prescribed as the value, un- 
less a contrary valuation be proved. The 
Ontario rule departs from the exchange 
quotation principle ‘‘where there is not 
a sufficiently widespread distribution of 
the securities of which such security forms 
a part to reflect the true value thereof in 
such price or quotation, or where such 
price or quotation is or may be the re- 
sult of any manipulation or any exercise 
of any means of influence or control”. 


The proposition has gained a tenacious 
hold that a large “block” of securities 
must be valued on the same basis as the 
smaller units habitually traded on the 
exchanges. It is suggested that no allow- 
ance may be made for the depressing im- 
pact of liquidation of a large block of 
shares. The U.K. Act specifically pre- 
scribes that the Commissioner “‘shall not 
make any reduction . . . on account of 
the estimate being made on the assump- 
tion that the whole property is to be 
placed on the market at one and the same 
time’”’.2° Formerly, U.S. administrative 
regulations provided that: “The size of 
holdings of any security to be included 
in the gross estate is not a relevant fac- 
tor... "% An early antipathy to any 
“blockage” principle finds judicial ex- 
pression in the comment that “. . . under 
our form of government there can not 
possibly be one method applicable to the 


rich and another to the poor for valuing 


20U.K. Finance Act, 1910, sec. 60(2). 
21Regulation 80, 1937. 
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the same kind of property on the same 
day’’.?? 

A distinct change, however, is notice- 
able in recent years. The current US. 
Regulation 105 studiously omits repeti- 
tion of this former provision. In a 1943 
case, Dupont v. Com’r,?* the tax courts 
acknowledged that while Dupont common 
stock had been traded on the exchanges 
at a mean of 153-14 on the date of death, 
a block of 52,900 shares of the estate 
should be valued at only 135. 


The Untermeyer Case 


It has often been loosely assumed, par- 
ticularly in administrative practice, that 
the Canadian courts will not tolerate any 
“blockage” considerations. Untermeyer 
v. Att.-Gen. of B.C.** is cited as the gov- 
erning authority and reference is made 
to the remarks of Mignault, J.: 


I would not deduct anything from the 
market value of these shares on the as- 
sumption that the whole of them would 
be placed on the market at one and the 
same time, for I do not think that any 
prudent stockholder would pursue a like 
course. To make such a deduction in a 
case like the one at bar, would be to 
render the “sacrifice value” or “dump- 
ing value” of the shares the measure of 
valuation. It is certainly impossible to 
say that the price allowed by the com- 
missioner and approved in the Court of 


22Bingham’s Administrators v. Common- 


wealth, 196 Kentucky 318. Long prior to 
the above noted administrative regula- 
tion, the Jay Gould estate occasioned a 
strong “anti-blockage” pronouncement in 
the United States courts. Matter of 
Gould, 19 App. Div. 352; 46 N.Y. Supp. 
506 (1897). 

232 U.S. Tax Cas. 246. The same prin- 
ciple has since been followed in Have- 
meyer v. U.S, (1945) 59 Fed. Sup. 537. 
A table of fifteen U.S. cases to the same 
effect from 1935 to date may be found 
in Montgomery’s “Federal Taxes-Estates, 
Trusts & Gifts” 1946-7 , p. 566. 

24[1929] 1 D.L.R. 315. 


Appeal exceeded the fair market value 
of these shares. 


In the Untermeyer case, however, the 
deceased owned 320,800 shares out of a 
total issue of 5,000,000 shares of Premier 
Gold Mining Co., — a very small portion 
of the total issue. The applicable Brit- 
ish Columbia statute referred to “net 
value”. On the day preceding the date 
of death the shares had been traded at 
$2.20. At no time during the previous 
year had the quotations fallen below $2. 
The court considered it appropriate to 
examine the course of these quotations 
during the entire year preceding Unter- 
meyer’s death and to consider, as well, 
the company’s dividend record. _ Finally 
it upheld a valuation of $2 per share — 
a figure lower than that dictated by rigid 
acceptance of the exchange quotation 
rule. The facts and the findings hardly 
justify the conclusion that shares must in- 
evitably be valued at the rate governing 
on date of death or, when no shares are 
quoted on such date, on the latest avail- 
able day. Moreover Chief Justice Duff 
has since cast grave doubts on the propo- 
sition in support of which the Unter- 
meyer case is commonly adduced, by ob- 
serving in the Supreme Court case of 
Corkings v. Collins?® that Mr. Justice 
Mignault in the passage reproduced above 
“did not establish a general principle of 
law applicable to all cases”. 


There remains a decision in the Quebec 
Superior Court by Mr. Justice Duranleau 
in Rex v. Timmins.*® The court was 
concerned with the valuation of 5,714 
shares out of a total issue of 50,000 
shares in N. A. Timmins Corporation— 
an unlisted holding company which 
owned large blocks of listed securities. 
The argument of the Timmins heirs that 
a discount from stock exchange quotation 
rates should be allowed in computing the 
break-up value of the component secur- 


28[1936] 2 D.L.R. 193. 
26(1939) 46 Rev. Leg. 296. 
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ities in the portfolio of the holding com- 
pany was rejected. The judgment con- 
cluded that a valuation based on sale of 
the entire block of stock was inadmissible 
as a prudent administrator would not sell 
the entire block. 


Current Market Quotations 
Not Conclusive 

Even if there is no quarrelling with 
this reasoning, with the greatest respect 
it falls short of disposing of the funda- 
mental issues. Surely ‘‘fair market 
value” — the ultimate objective of ap- 
praisal — cannot be determined without 
reference to the number of shares being 
offered for sale. The discount is not to 
be measured, admittedly, by the losses 
that would arise from a hasty, disorderly 
dumping of securities on the market. Our 
classical “willing seller’ would never 
tender his shares in this way. The logi- 
cal criterion must be the fair market price 
that would be fetched for a large block 
of stock through the systematic under- 
writing channels through which such 
stocks are usually distributed rather than 
through stock market channels. The cur- 
rent stock market price in such a case — 
especially for shares in the Canadian mar- 
kets where the volume of trading is often 
comparatively thin — is only one of sev- 
eral measurements that must be examined 
to determine fair market value. In some 
cases, a large block of stock in a corpora- 
tion, embodying rights of control have a 
far greater value than any isolated small 
lots sales may betoken. Slavish adher- 
ence to the stock market rule ignores cases 
both of enhancement and subtraction of 
value resulting from large aggregations 
of stock in a single corporation. 

In other fields of valuation law where 
the unhappy term, “blockage”, has not 
intruded, the courts have recognized the 
market implications of large holdings. 
Once again it may not be amiss to turn 
to expropriation cases where a fair mar- 
ket value on the identical “willing seller- 


willing buyer” basis is appraised. As 
Audette J. remarked in The King v. Cyr 
et al 27; — “... The price paid for a 
small lot cannot be said to establish the 
market price of large areas of over 200,- 
000 square feet. A large price is paid 
proportionately for a smaller lot than 
for such a large area, that is commercially 
well known.” ‘To the same effect is Mr. 
Justice Thorson’s conclusion: “A valua- 
tion made on a lot by lot basis is subject 
to substantial reduction in order to arrive 
at the true value of the property on the 
basis of a sale en bloc.”** The conclu- 
sion emerges that a new judicial chapter 
remains to be written in analysing the 
value of large blocks of securities, 


Restrictions on Transfer of Shares 

Is it permissible to consider the impact 
on market value of any restrictions on the 
transfer of shares to which the deceased 
or his heirs may be bound by stock pool- 
ing agreement or options in favour of 
co-shareholders? Suppose that by all 
other tests of the fair market rule, shares 
have a value at date of death of $120 
but the heirs are obligated either by the 
letters patent of a private company or by 
an agreement to which the deceased sub- 
scribed to sell or offer for sale to other 
shareholders at $100. The English 
courts have in such a case imposed a 
value of $120, consistently ignoring re- 
strictions on the transfer of shares.2° The 
precise requirement of the English stat- 
ute whereby the Commissioner is called 
upon to estimate the price which the 


property would fetch “if sold in the open 


271929 Ex. Ct. R. 225. 

28The King v. Eastern Trust Co. [1945] 
4 D.L.R. 563. 

29].R. Com’rs Vv. Crossman [1937] A.C. 
26; Att.-Gen. Ireland v. Jameson [1905] 
2 Ir. R. 218; Salvesen’s Trustees v. I.R 
Com’rs (1930) S.L.T. 387. Indifference 
to a restriction on sale is also to be found 
in a U.S. judgment, Worcester County 
Trust Co. v, Com’r 134 F. (2d) 578. 
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market” is not paralleled in Canada. In 
the absence of any recorded judicial test, 
one may well doubt the application of 
the same rule. There may be cases where 
a contractual restriction in favour of 
family associates falls short of an “‘arm’s 
length” agreement and thereby consti- 
tutes a disguised gift which should be 
treated accordingly. Otherwise the limi- 
tation on open sale is an inherited lia- 
bility which should be given its full 
weight in assessing value. 


Shares In a Holding Company 


Where shares of an investment hold- 
ing company are not traded on the ex- 
change, it is customary to probe beyond 
the recorded book value of the assets of 
the company and reappraise any port- 
folio of securities on the basis of their 
respective stock exchange quotations at 
date of death. This practice met with 
approval in the Timmins case.*° A min- 
ority shareholder in a closely held family 
investment company may find that while 
claims to ultimately liquidate corpor- 
ate securities underlie the equity be- 
queathed, the holding company shares 
per se will not fetch a corresponding 
return in the open market. An heir rele- 
gated to a remote ‘‘daughter-in-law” 
category is again confronted with a re- 
striction on liquidity for which there is 
usually no allowance in succession duty 
practice. A minority interest may not be 
transmissible at any price approximating 
the break-up values in view of the min- 
ority shareholder's comparatively sub- 
servient position. 


With the growing importance of inter- 
corporate stock holdings, an extension of 
the right to enquire into the worth of un- 
derlying securities may entail, especially 
where these are not listed, an ever widen- 
ing and never ending chain of revalua- 


380A closely reasoned U.S. judgment, 
Laird v. Com’r 85 F. (2d) 598 challenges 
this method as “arbitrary”. 


tions. In practice, of course, confronted 
with a mounting pile of financial state- 
ments, the succession duty official seldom 
goes beyond the “third degree’’ invest- 
ments—i.e. the holdings of the holding 
companies’ holdings! 


Listed vs. Unlisted Securities 


Failure to recognize the full signifi- 
cance of liquidity is most apparent in 
contrasting the treatment of listed and 
unlisted securities. In the latter case, at- 
tention is just directed to the net worth 
of the business set forth in the financial 
statements. This is usually reconciled 
with, and adjusted to a capitalization of 
the earnings at perhaps anywhere from 
5% to 25%, depending on the type of 
business and general experience therein. 
A five-year average record of earnings is 
typically studied. 


The logic of this method commands 
respect but the equities demand a further 
adjustment. Except for levels reached at 
the peaks of the bull market, many listed 
securities do not attain this amplitude of 
value. The exchange quotation may re- 
flect a dividend rate considerably lower 
than current earnings, whereas the capi- 
talization process for unlisted stocks us- 
ually ignores dividend policy. Past earn- 
ings are only relevant insofar as they 
mirror future earning potential. The 
prospects of continuity of achievement 
are usually less assured for the small 
company — especially one where the 
principal protagonist has passed away 
— than for the large corporation whose 
shares are publicly traded. The unlisted 
security is less liquid. On that score 
alone it enjoys a lower “fair market 
value”. Most unrealistic of all is the 
studied refusal to allow any discount 
on the value of the “earned surplus” am- 
ount attributable to ultimate personal in- 
come tax liability thereon on distribution. 
No reasonably informed purchaser would 
ignore such a consideration in his cal- 
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culations of value. The resultant anom- 
aly is unduly and therefore disturbingly 
prejudicial to the estate composed of a 
small scale business—corporate or other- 
wise. 


In some exceptional cases, succession 
duty departments will allow an abate- 


ment of value on the grounds of difficul- 
ty of liquidation. A more widespread 
application of this principle is necessary 
to establish the valuation of small bus- 
inesses on a more equitable plane con- 
forming to the standards applicable for 
listed securities. 


TIME-TABLE OF 1949 UNIFORM EXAMINATIONS 


Friday, Sept. 30 —morning 


afternoon 


Saturday, Oct. 1 —morning 


afternoon 


Tuesday, Oct. 4 —morning 


afternoon 


Wednesday, Oct. 5 


—morning 
afternoon 


Thursday, Oct. 6 
Friday, Oct. 7 


—morning 


—morning 


—FINAL AUDITING I 
—INTERMEDIATE AUDITING I 


—FINAL AUDITING II 
—INTERMEDIATE AUDITING II 


—FINAL ACCOUNTING I 
—INTERMEDIATE ACCOUNTING I 


—FINAL ACCOUNTING II 
—INTERMEDIATE ACCOUNTING II 


—FINAL ACCOUNTING III 


—FINAL ACCOUNTING IV 


MEMORANDA TO INSTITUTES FROM BOARD OF EXAMINERS-IN-CHIEF 


Final Accounting III — Questions On Income Tax 


For the 1949 examinations, candidates 
may answer the questions on income tax in 
the Final Accounting III paper on the basis 
of the provisions of the Income War Tax 


Act or the new Income Tax Act. 

Candidates may be required to state whe- 
ther answers are based upon the Income 
War Tax Act or the Income Tax Act. 


Succession Duties 


When the content of the Final Account- 
ing III paper was changed last year, it was 
decided that the Dominion Succession Duty 
Act was one of the statutes upon which 
questions would be based. It was stated 
at that time that no questions on the Suc- 
cession Duty Act would be on last year's 
examination paper. 

The Board of Examiners-in-Chief has re- 


viewed the explanatory brochure on the Do- 
minion Succession Duty Act issued by the 
Department of National Revenue and has 
decided that any questions on this Act which 
will be included on the Final Accounting 
III paper will be based upon the informa- 
tion set out in this brochure. 


The brochure can be secured from the 
King’s Printer, Ottawa. 





The Pan-American Conference 
Of Public Accountants 


A report by Mr. E. J. Howson, F.C.A., President of the 
Dominion Association of Chartered Accountants 


HE first Pan-American Conference of 
Public Accountants held in San 
Juan, Puerto Rico, from Tuesday, May 
17th to Sunday, May 22nd last, spon- 
sored by the C.P.A.’s of Puerto Rico may 
prove to be an event of real importance 
in the history of the profession in the 
Americas. 

As your delegate from Canada, repre- 
senting the Dominion Association of 
Chartered Accountants, accompanied by 
my wife, I left New York on Sunday, 
May 15th, at 11 a.m. by Pan-American 
Clipper and after an eight hour non stop 
flight arrived in San Juan, Puerto Rico 
at 7 p.m. The transition from the tem- 
perate zone to the luxuriance of the trop- 
ics within a few hours is an unique ex- 
perience. Puerto Rico is a beautiful 
island and well worth visiting. The 
weather while we were there was excel- 
lent, except for the humidity which was 
somewhat trying to those from the north. 

Delegations to the conference from the 
following countries were present: Bo- 
livia, Brazil, Canada, Costa Rica, Cuba, 
El Salvador, Guatemala, Honduras, Vir- 
gin Islands, Mexico, Panama, Puerto 
Rico, Uruguay, United States, Venezuela. 

Sr. Juan Angel Gil of the Puerto Rico 
Institute of C.P.A.’s, was elected Presi- 


dent of the Conference and presided over 
its deliberations most acceptably. The 
proceedings were carried on in the Span- 
ish language which was somewhat of a 
handicap to most of the English speaking 
delegates, but, as the big majority of the 
South American delegates also spoke 
English, there was no difficulty in get- 
ting a translation of the comments being 
made and keeping in touch with the 
trend of the discussions. Nevertheless, 
a good working knowledge of Spanish 
and of French (as far as Canadians are 
concerned) would be a wonderful assist- 
ance in extending and maintaining good 
relationships between the peoples of the 
Americas. 


A Lovely Setting 


The Condado Beach Hotel, situated in 
a lovely beach setting, proved to be an 
ideal spot for the Conference. A large 
ball room, air conditioned, enabled the 
sessions to be held in comfort. Our 
hosts deserve every commendation for 
the excellent arrangements made to ac- 
commodate the Conference and the 
boundless hospitality provided by the 
Puerto Ricans and their charming and in- 
teresting ladies. A spirit of friendliness 
and goodwill pervaded the Conference 
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from start to finish and the discussions 
were carried on in an atmosphere of 
moderation and tolerance. 


The mayoress of San Juan, Sra. Felisa 
R. Gautier, was present at the opening 
session and conveyed to the delegates on 
behalf of the city a very warm and 
friendly welcome. She has a very gra- 
cious presence and a striking personality 
and in the evening presided over an ex- 
ceedingly interesting and sumptuous ban- 
quet which she gave to the Conference 
in her official capacity. 

The heads of the various delegations 
were presented to the governor, Hon. 
Luis Manos Marin, at the Government 
House on Wednesday afternoon. He is 
the first elected Governor of Puerto Rico 
and is a Puerto Rican by birth. We had 
a very interesting visit with him and 
found him intensely interested in pro- 
moting the welfare of the Puerto Ricans. 


Since its association with the United 


States, great progress has been made in 
the economic position of the island. 
The standard of living has been substan- 
tially improved. Health and sanitation 
programs covering the whole island are 


extensive and well established. The 
number of children in school has in- 
creased tenfold, whereas the population 
Kas merely doubled since 1900. The 
University of Puerto Rico is an outstand- 
ing institution, beautifully located in its 
own grounds with modern and attractive 
buildings and a curriculum second to 
none. 


Puerto Rico’s Economy 

The island’s agricultural products con- 
sist mainly of sugar cane, coffee, tobacco, 
pineapples and other tropical fruits. The 
return from these products is so remun- 
erative that it is more economical for the 
island to import its supply of foodstuffs. 

Industrialization is being encouraged 
through an unique program being de- 
veloped through the Puerto Rico Indus- 
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trial Development Company, a govern- 
ment-owned organization. Through this 
organization certain types of industry 
have been established and are being op- 
erated under its direction to demonstrate 
the industrial possibilities of the island. 
The following are examples: Puerto Rico 
Glass Corporation, Puerto Rico Shoe & 
Leather Corporation, Puerto Rico Pulp & 
Paper Corporation, Puerto Rico Cement 
Corporation. The buildings and equip- 
ment provided these companies are mod- 
ern and complete, and, while they are 
owned and operated by the government, 
the idea is to try to induce private enter- 
prise to take them over. This hope is 
based on: 

(1) Special tax consideration, 

(2) Unlimited labor supply, 

(3) Adequate power, 

(4) Year round operation and favorable 

weather conditions, 

(5) Strategic position of island in rela- 

tion to South American markets, 

(6) Extensive housing development pro- 

gram. 

Efforts are also being made to enlarge 
the holiday and tourist traffic, through 
the extension of hotel and living accom- 
modation. The island has everything 
else to commend it to those seeking a 
pleasant holiday. 

Scenic Beauties 

On Thursday we were motored to 
Ponce on the southern shore of the 
island, over the old Spanish road which 
winds through the valleys over the moun- 
tains. This trip gave us an opportunity 
to see some of the scenic beauties of the 
island and a glimpse of its agricultural 
activities. In Ponce we were given the 
freedom of the city and met with a warm 
welcome together with abundant hospi- 
tality. A visit to one of the large sugar 
plantations owned and operated by the 
Serralles family for generations, with its 
own sugar mill and rum distillery, was 
both interesting and profitable. The rum 
was excellent. 
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Conference Sessions 

The sessions of the Conference were 
devoted to the presentation of papers 
covering a wide range of subjects of gen- 
eral interest to the profession, four of 
which were prepared by members of the 
Dominion Association of Chartered Ac- 
countants: 

1. The Establishment of Uniform Basic 

Requirements for the Practice of 
Public Accountancy in America, K. 
LeM. Carter, F.C.A., 
2. Accountancy Education, W. G. H. 
Jephcott, F.CA., 
3. Uniform Terminology, J. R. M. Wil- 
son, F.C.A. 
4. Accounting and Auditing Research ia 
Canada, C. L. King, C.A. 
Every delegation present submitted one 
or more papers and a study of these pa- 
pers will indicate, in a general way, their 
conception of the profession and their 
responsibilities as public accountants. It 
was apparent from the deep interest 
taken by the various delegations in the 
proceedings and discussions that they 
have a sincere desire to promote the in- 
terest and welfare of the profession in 
their various countries. A summary in 
English of each paper presented in 
Spanish or Portuguese is to be prepared 
and forwarded to the English speaking 
delegates. 

At the first session a Resolutions Com- 
mittee was appointed, consisting of the 
chairman of each delegation. A great 
number of resolutions were submitted to 
the Committee, some of which were con- 
sidered by the delegates from the United 
States and Canada to be too ambitious 
and premature for submission to an in- 
itial Conference of this kind. They ex- 
pressed the view that this was a prelim- 
inary get-together for the exchange of 
ideas and a discussion of ways and means 
for promoting better relationships be- 
tween the professional bodies of the var- 
ious countries represented. While emi- 
nently successful in this respect, it 
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was submitted by them that only 
on the basis of full information from 
each country in respect to educational re- 
quirements, standards of practice, ethical 
codes and basis of control thereof, etc., 
could any intelligent discussion take place 
in the formulation of a program to es- 
tablish the closer relationships desired. 
A compromise was finally agreed to as 
embodied in the following resolution 
which was unanimously adopted by the 
Conference, 

That a Committee, composed of a rep- 
resentative from each of the countries 
participating in this Conference, be 
formed to study and summarize the laws 
relating to the practice of the profession 
of accountancy in each of the participat- 
ing countries for the further information 
of the members of the Conference. 


Next Conference 

Any difference in concept of profes- 
sional relationships and responsibilities 
will be disclosed by a study of the infor- 
mation received and the standing Com- 
mittee will be in a position to submit to 
the next Conference to be held in Mexico 
City in 1952 or 1953, a report which 
may provide the basis for discussion and 
action. 

Another important resolution provided 
for the compilation of an English-Span- 
ish dictionary of accounting terminology. 


There is no doubt that progress for 
awhile will be slow and patience and 
tolerance will be required from all par- 
ties. Nationalism is an active force in 
most of the Latin American countries and 
in Cuba, particularly, the profession is 
subject to its stultifying regulations. Its 
extension and expansion in other coun- 
tries may ultimately defeat the aims and 
objects approved by the Conference. It 
is to be hoped that through this and fu- 
ture Conferences the danger of such a 
policy will become so apparent that the 
nationals of such countries, practising as 
public accountants, will see the need for 
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opposing its growth and the wisdom of 
moderation and justice in the regulations 
inherent in such a policy. 

In this respect, the Puerto Rican mem- 
bers of the profession have a great op- 
portunity — they have the Latin under- 
standing and background and at the same 
time are citizens of the United States. 
Their sponsorship of this first Pan-Am- 
erican Conference of Public Accountants 
is an evidence of their desire to improve 
the standing of the profession in their 
own and other South American countries. 
Through their contacts and co-operation 
with the profession in the United States, 
they will have gained a knowledge and 
appreciation of the concepts held by the 


North American public accountant in re- 
gard to his professional responsibilities 
and be able to interpret them to their 
Latin American neighbors. 

These Conferences are a challenge, as 
well, to the profession in the United 
States and Canada. We should accept 
the opportunity provided thereby to be- 
come better acquainted with our profes- 
sional brethren from the Central and 
South Americas and join with them in 
endeavouring to find ways and means for 
fuller co-operation towards placing the 
profession of public accounting through- 
out all the Americas on a sound and un- 
assailable basis. 


UNAUTHORIZED PRACTICE OF THE LAW 


tees in mind the controversy in 
the United States between certain 
sections of Bar Associations and certified 
public accountants, we are rather amused 
to find that the Council of The Federal 


Institute of Accountants, Australia, gives 
solicitors and barristers exemption from 
“all Final Law subjects with the excep- 
tion of Income Tax Law” (The Federal 
Accountant, April 1949). 


















Accounting Machines 


AS AN opening remark, I would 
like to point out that as I see busi- 
ness to-day the office, which was not so 
long ago considered a thing apart, is now 
being put more and more on a produc- 





tion or plant basis. This change in my 
opinion is all to the good, but if I am 
correct then it is necessary to follow and 
eventually lead the plant in installing 
systems and equipment which will make 
for more efficient production in both 
quantity and quality. This will require 
proper lay-out, simplification of opera- 
tions and the use of mechanical aids 
wherever warranted. 

For this discussion, the subject is being 
dealt with from two points of view: 
firstly, those points which should be con- 
sidered before setting up any system, 
mechanized or otherwise, and secondly, 
the different types of machines, the latter 
being divided into two parts: the first 
covering the standard type of machine 
and the second punched cards. 

Points To Be Considered 
Before Mechanization Takes Place 
The first point that should be con- 

sidered here is that any system or rou- 
tine presently in use and not function- 
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The considerations involved in determining 


the right system 
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ing properly should be gone over very 
carefully to see if changes cannot be 
made to streamline it before any major 
change is made. In other words is it 
the system that is wrong or is it the 
way it is being carried out? If it is 
the latter, it is quite probable that the 
new system will not work either. This 
point is basic as it is very easy to be- 
come enthused over a new system or 
routine when all that is required is to 
make the old one function. This point 
applies whether the operation is done 
manually or by mechanical means. 


The second point is very closely al- 
lied to that just mentioned but because 
of its importance special attention is 
drawn to it. It is that all routines or 
systems should be thoughtfully an- 
alyzed periodically to see that the in- 
formation being produced is all re- 
quired. As you all know, conditions 
are continually changing and call for 
special information to be supplied. As 
a result unless there is constant scrutiny, 
this work may continue to be done long 
after the need for it has passed. The 
gist of this point is therefore to see 
that only information actually required 
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is produced. This point also applies 
whether manual or mechanical means are 
used. 


The third point is standardization. 
You all know that a much larger vol- 
ume of transactions can be processed 
if (1) the forms used for a particular 
function are standard and (2) the pro- 
cess is standard. As a matter of fact, 
this is a must for mechanization as 
machines in most cases are only de- 
signed to do one job well and if there 
is not a large volume of transactions 
of the same type to be processed, then 
it is decidedly questionable as to wheth- 
er mechanization will be worth while. 
To illustrate this point, we in our com- 
pany have been concentrating on our 
various types of cheque requisitions 
which originate in different depart- 
ments for different types of transac- 
tions. These slow down the cheque- 
writers, the summarizing clerks and 


the general ledger machine operators, 
and they would be processed much 
more easily and therefore faster if they 
could be more nearly of a uniform size 
and wording. 


In addition to the above three points 
which apply in the main whether man- 
ual or mechanical processes are used, 
there are a number of others which 
must be considered if mechanization is 
contemplated. 


Other Points 


The first is that the product must be 
pre-determined before any installation 
takes place. It is true that with a man- 
ual and in some mechanical operations 
there is a certain flexibility in the in- 
formation that can be produced. It is 
submitted, however, that the most ef- 
ficient operation is that one which has 
particular information as its objective 
and takes the easiest way to supply it. 
Most executives would not even think 
of asking a plant production man to 


produce something not planned for, 
but when it comes to the office a good 
many are of the opinion it should be 
able to produce any bit of information 
required. This in a good many cases 
just cannot be done if there is a high 
degree of mechanization without a 
great deal of difficulty and increased 
costs. It is, therefore, essential that 
management decide what is to be pro- 
duced before mechanization takes place 


A second point which should receive 
consideration before mechanization 
takes place in the office lay-out in order 
to set up a proper flow chart, as on 
one hand there is a distinct trend to- 
ward concentration of mechanical equip- 
ment in one department while on the 
other hand in the past this has been 
spread through the various departments. 
The former is no doubt more efficient for 
certain operations in order to get mass 
production. However, decentralized op- 
eration gives the operating heads more 
control in operating their departments, 
prevents bottlenecks and buck-passing 
and in addition gives the individual em- 
ployee more interest in his or her work. 
These latter points in most cases out- 
weigh the advantages of centralization. 
Needless to say the decision on this point 
will in quite large measure determine 


the type of equipment to be purchased. 


Another point which should also be 
kept in mind is that each feature on a 
machine costs money and that there is 
no justification for buying a machine to 
do more work than is required. To me 
this is like buying a ten ton truck for 
light delivery work or putting in, say, a 
boiler or motor of double the capacity 
required, This is not done in the plant 
and should not be done in the office. The 
machine should be bought to do a pre- 
determined job or jobs and nothing else. 
Some manufacturers specialize to some 
extent at least in all purpose machines 
and these may have their place in small 














establishments but my experience is that 
this type is much slower and, therefore, 
not as efficient as a machine designed for 
a particular job. Sometimes it is even 
more efficient to break a job down into 
two or three operations using different 
types of machines rather than one ma- 
chine to do the complete job. 


And now with these principles before 
us let us examine some of the machines 
which are available. 


Standard Accounting Machines 


The market today provides machines 
of various types to do certain operations 
but for the purpose of this discussion 
these should first of all be divided into 
non-writing and writing machines. 

You are all no doubt familiar with 
the non-writing type as they are very 
common, and each in its own way is a 
valuable help in its own field. The types 
are comptometers and calculators of var- 
ious kinds and the usual questions re- 
quiring answers when this type of ma- 
chine is being considered is what type 
to buy and when. 

These machines can all be made to do 
additions, multiplications and divisions, 
but the Comptometer and Burroughs 
Calculator have the edge possibly when 
additions are required such as in the use 
of peg-strips, but the others such 
as Monroe, Marchant and Friden are bet- 
ter when multiplication and division is 
the operation. In our company we use 
Comptometers for proving our branch 
reports and summarizing the analyses 
which are on peg-strips and the Friden 
for calculations such as for mortgage 
interest and premium rates. 

One of the problems here is to decide 
at what point the purchase of one of 
these machines is warranted if it is not 
to be used continuously. One thought I 
have heard expressed was that even an 
hour’s use each day would warrant the 
purchase. This, in my estimation, would 
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depend on the importance of the work 
and the calibre of the person requiring 
it as much as on the cost of the ma- 
chine. For your information I note that 
R. C. Allen is bringing out a small 10-key 
calculator to fill this need. 

Another problem to-day is to get staff, 
and in this connection mention should 
be made of an employment condition 
which may be overlooked. We have no 
means set up to train comptometer oper- 
ators and we, therefore, hire trained 
people and they are not always easy to 
obtain. On the other hand we do not 
have the same difficulty in training oper- 
ators on our calculating machines and are 
therefore able to bring in untrained per- 
sonnel for this operation. This may be 
due to the type of operation and the speed 
required but it is a factor when consider- 
ing the type of machine to buy in this 
class. 


Speed Main Consideration 


This type of machine up to the present 
has been of the non-writing type and I 
have considered them as such. It has 
recently come to my attention though that 
Monroe are putting out a machine which 
prints the calculations on a tape. This 
may be of help in some operations but 
speed should be the principal feature 
considered, and in any case a tape should 
be unnecessary with accurate operators. 

And now let us turn to the writing 
machines which may print figures only, 
may print abbreviations of words or sym- 
bols as well as the figures, or go all the 
way and be equipped with a standard 
typewriter keyboard as well as the figures. 

The most common machine, of course, 
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of the first type is the adding machine 
which is familiar to you all. This piece 
of equipment has its place, but, without 
the means of distinguishing between dif- 
ferent types of transactions, has its lim- 
itations. 


The next type which uses abbreviations 
or symbols is also very common and fills 
a real need where the operation is so 
standard that sufficient abbreviations or 
symbols can be built into the machine 
to take care of all requirements. The 
principle advantage of this type, of 
course, is that one operation only is 
needed to distinguish the types of transac- 
tions rather than a number, say, if the 
machine is equipped with a typewriter 
keyboard. It is usually cheaper as well. 
This type is illustrated by the so-called 
Burroughs bank machine and by the 
National Cash 2000 type. 


The third type is possibly slower than 
that just mentioned, but in certain ap- 
plications symbols do not give sufficient 
information and so a standard typewriter 
is put on these machines. 


As stated earlier in this talk all these 
features have their uses so that the de- 
cision on the type to buy depends on 
what is required and I would again like 
to repeat that extra features usually add 
to the original cost of a machine and 
quite possibly mean slower operation and 
increase operating costs. 


Differences In Machines 


While these machines in general pro- 
duce the same product, there are differ- 
ences in their construction and in their 
operation, and I would like to spend a 
few minutes on some of these, as they 
are important. 

At one time, not so long ago, most 
machines of the second type or those 
which used symbols were built with a 
travelling carriage. This has now changed 
as the National Cash have produced a 
multi-print machine which prints the 


same information a number of times in 
the one operation. This feature should 
receive serious consideration in certain 
applications as the latter has definite ad- 
vantages. These are that it is sturdier 
and so stands up longer and also that it 
is faster. The former is due to the fact 
that there are less moving parts and the 
latter to the fact that the operator does 
not have to wait for the carriage to travel 
both ways before making the next entry. 
The price of the National Cash machine 
will be found to be considerably higher 
than the standard travelling carriage type 
so that the particular application should 
govern in the choice of the machine. 

Another trend which seems to be 
growing is the use of the ten key key- 
board instead of a full bank of keys. The 
former of course requires that all digits 
be operated, while to operate the latter 
the zeros are ignored and the position of 
the digits on the keyboard govern the 
column in which they are to be added. 
This trend is more noticeable in adding 
machines but has been, and is still in 
use on certain other types of machines. 

This brings to light two different meth- 
ods of machine operation. The first and 
that using the ten key keyboard is one 
which registers in the total each figure as 
the key is depressed. This means that 
if an error is made, the whole amount 
has to be reversed and put in the ma- 
chine a second time. This is sometimes 
a lengthy operation and sometimes dif- 
ficult to do. The second method fol- 
lowed and that used by those machines 
having a full bank of keys is to depress 
the keys and not activate the mechanism 
till the keys for the full amount have 
been depressed. This latter method of 
operation is to my mind the easier of the 
two as a good many errors will be picked 
up before the machine is activated. 


Versatility 


In my earlier remarks I stressed the 
fact that the result required should be 
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pre-determined and the machine should 
be bought for that purpose. This does 
not mean that machines may not be used 
for one or more jobs as most can be 
set up within limits by changing a bar 
on the machine on which certain stops 
are provided to change its operation. 
There are limits, however, as most have 
their accumulators or adding machines 
built into them which cannot be changed. 
There are certain machines to which ac- 
cumulators in almost any number within 
the capacity of the carriage may be added. 
Two of these are the Remington and 
Underwood Elliott Fisher. This is a 
feature to which I thought I should refer 
as it can be of advantage in certain oper- 
ations. I would, however, like to point 
out that the accumulators are of the type 
mentioned in the preceding paragraph 
which are activated with each key stroke 
and require all digits to be registered. 


In dealing with machines of this type 
there are two others which call for men- 
tion, the first is the Underwood Elliott 
Fisher flat bed machine and the other 
the writing calculating machine. 


The Underwood Elliott Fisher instead 
of having a platen on a travelling car- 
riage has a flat platen and the head of 
the machine including the typewriter and 
adding mechanisms are moveable and 
brought into position over the platen. 
This machine looks different to most and 
there is, therefore, a prejudice against 
it but it has its uses and in particular 
when numerous copies are required. 
These are, of course, much easier to pro- 
duce on a flat platen than on a roller. 

The calculating and writing machine is 
best represented by the Burroughs billing 
machine or as it was originally called the 
“Moon Hopkins”. These machines too 
have their uses but it is questionable if it 
is not slower and less efficient to use 
this machine rather than make two dis- 
tinct operations of the job possibly using 
two machines such as a calculator and a 


more common type of writing and adding 
machine. 


Punched Cards 


The use of this equipment if used for 
accounting purposes is a completely dif- 
ferent system than that in general use and 
to do it justice would take more time 
than that allowed. The treatment of it 
will therefore have to be entirely different 
to that followed in discussing the stand- 
ard accounting machines. 


As you all know the principle behind 
punched cards is that the information to 
record each transaction is punched on a 
card and a summary made of these cards. 
This may go even farther and summary 
cards punched and a summary made of 
these. One of the principal difficulties 
found in using this system up to a com- 
paratively short time ago was that these 
machines only dealt in figures which 
meant that all recorded information had 
to be in numerical codes. This has, 
however, now been corrected as alpha- 
betic machines are now available. 

If you will remember, in the earlier 
part of this paper, certain basic points 
were mentioned which should be taken 
into consideration before mechanization. 
These apply with equal or even stronger 
force if a punched card system is to be 
installed. Two of these, namely cen- 
tralization and standardization, particular- 
ly should be kept in mind as these are a 
must if full value is to be got out of the 
system through increased volume. 

And now for a few minutes let us look 
into the different machines which may be 
required to operate a system such as this. 

The base is as stated above a card 
with 80 or 90 columns into which is 
punched in the proper space the informa- 
tion to be recorded. The first operation 
is therefore to punch the cards correctly 
from information supplied. 

To do this punching operation, there 
are a number of types of key punch. 
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They may be simple and such as to re- 
quire that all information be punched 
each time or such that standard informa- 
tion may be punched on all cards auto- 
matically with other information punched 
as required. Again they may have a 
typewriter attachment in order to punch 
alphabetic information if this is required 
and been provided for. 


There is also another method of punch- 
ing cards which can be installed on the 
Powers equipment. This is a hook-up 
between a Remington bookkeeping ma- 
chine and a key punch. In this case, a 
card is automatically punched at the time 
posting is done. One particular applica- 
tion of this system seen produces a 
punched card for each cheque written on 
the Remington machine giving sufficient 
information on the card so that it can be 
used for listing outstanding cheques. This 
as stated above is a comparatively simple 
set-up but could have wide applications. 


In discussing adding machines and 
bookkeeping machines it was pointed out 
that there are two principles followed in 
activating the mechanism, one operating 
at each stroke of the key and the other 
after all keys have been depressed. This 
same condition exists in key punches as 
the International Business Machines op- 
erate in the first way and the Powers 
Machines in the second. 


Proving Correctness 


The next step in the procedure is to 
prove in some way that the cards have 
been punched correctly as you will all 
agree that errors can be made in this 
operation as in any other. As a matter 
of fact, because of the volume of cards 
handled if an error is not picked up at 
this point, it is more than likely it will 
not be picked up at all. 

To do this operation both companies 
in the field use what is called a verifier 
and they both, in effect, do the punching 
job the second time to accomplish this 


purpose. Their mode of operation is, 
however, different. The I. B. M. verifier 
when the information is punched the 
second time stops if the second punching 
is not done as shown on the card. On 
the other hand the verifier on the Powers 
machine enlarges the hole in the card 
when punched the second time. 


The cards as they come from the 
punches and verifier are not readily 
readable as all that is shown are holes 
punched in various positions. Therefore, 
in certain cases and particularly when 
they are to be administered by persons 
not familiar with them they are put 
through what is called an interpreter. 
This machine prints the information con- 
tained on the card on the top so that it 
can easily be read. 


Up to this point all operations have 
been concerned in the preparation of the 
card which in most cases should now be 
ready for processing. To do this, sorters 
and tabulating machines are required. 


Sorting machines are used for arrang- 
ing and rearranging the cards in any or- 
der for any tabulation required. Some 
instances might be by date, cheque num- 
ber, invoice number, customer product, 
etc. Files would, of course, be kept in 
the order most commonly called for but 
this machine enables them to be sorted 
into different groups very rapidly. 

The tabulating machine is really a list- 
ing machine which can be made to list 
and add any or all information shown on 
the cards. It can also be connected up 
to a summary punch which will punch 
cards automatically for each group if a 
number are being run. The usual ma- 
chine of this type uses figures only but 
there is an alphabetic tabulator which will 
produce this information also if shown 
on the cards. © 

In addition to the above machines 
which it can be seen are fairly well neces- 
sary there are many others built for par- 
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ticular applications. Two of these are 


mentioned below: 


In commenting above on the tabulating 
machines mention was made of a sum- 
mary punch. This has other functions 
one of which is that it can be made to 
reproduce a complete file of cards if the 
information is needed in one or more 
places. The collator is another machine 
in quite common use and as its name im- 
plies can be used for merging and break- 
ing down different files. 


In the above the different machines 
mentioned have only been touched upon 
and no attempt has been made to cover 
all the operations which may be done on 
them. As a matter of fact, they are a 
study in themselves and different men 
are constantly discovering new uses. 
This was brought home very forcibly 
while attending the I.B.M. school when 
it was discovered that certain companies 
were doing things with these machines 
that were unknown to the school, Enough 
has been said, however, to give those in- 
terested some ideas of a punched card 
system. 


Summary 
This talk would not be complete with- 


out an attempt being made to evaluate 
the relative efficiency at least in some de- 
gree of the two systems of keeping rec- 
ords. This is a hard thing to do because 
as stated earlier in this paper the par- 
ticular application plays a very large part 
in the final decision and each has its ad- 
vantages and disadvantages. Generally 
speaking and taking into consideration 
what has just been said these might be 
stated briefly as follows: 

The punched card system is more ex- 
pensive than the standard bookkeeping 
system as more different pieces of equip- 
ment are needed. This, however, may be 
only in total as the unit cost may be re- 
duced by mass standardized production 
of numerous analyses or the performance 
of certain operations mechanically not 
feasible by the standard bookkeeping 
machine. 

The standard bookkeeping machine on 
the other hand if too many analyses are 
not required will be found to be less 
costly both from the point of view of 
machine cost and labour cost as it is 
possible and fairly probable for the entry 
to be completed while the punched card 
only is being produced without any 
allowance for sorting and tabulating. 











Why Is Bookkeeping Bad? 


By N. R. Moran, C.A. 


The “bookkeeper” should be restored 
to his rightful place 





HERE ARE in our language a good 
many emotionally-colored words: 
spy as against intelligence agent; heretic 
as against free thinker; capitalist as 
against investor. In short, some appella- 
tions automatically bring up the picture 
of some sort of shameful creature. Un- 
fortunately, one of these words is “‘book- 
keeper”. This word immediately con- 
jures up the mental picture of a meek, 
hump-shouldered, little man who spends 
his days posting, adding up, taking away, 
trial balancing, and doing whatever other 
meek, futile and useless things that book- 
keepers do. 

Almost as unfortunately, another one 
of these words is “accountant”. This 
particular combination of vowels and 
consonants brings up the picture of a 
high-browed, important looking man, 
wearing tinted glasses, who strides into 
the office at ten o'clock, looks over the 
bookkeeper’s shoulder, and says abrupt- 
ly: “Move that debit from column three 
to column one. Put a reverse inverted 
credit in account 67Q to compensate it. 
That'll cut our tax down $40,000 for 
this year. If you don’t watch that sort 
of thing more closely we'll have to put 
young Simpkins on your job.” 

The bookkeeper thereupon humps his 


shoulders more than ever, transfers the 
debit, inserts the reverse inverted credit, 
and the firm’s tax bill immediately be- 
comes $40,000 less. 

Doers and Recorders 


How did these words develop these 
particular connotations? I don’t know 
but I hazard this guess. In a pioneer 
country, and I mean the word pioneer to 
embrace the whole western half of the 
North American continent, the emphasis 
is on doing. The men who opened up 
virgin country were doers. Bookkeeping 
is essentially the function of recording 
what has been done. The doer came 
first. The recorders of his deeds fol- 
lowed, and in the status of employees. 
Furthermore, the original pioneering in- 
volved for the most part physical under- 
takings whereas bookkeeping requires 
practically no physical effort. Thus there 
was no common ground on which the 
pioneer and the bookkeeper could meet. 
A mutual contempt developed. 

Now came the next stage. Bookkeep- 
ing became a trade in its own right. 
Trained men supplanted the older men 
who could write and add but had little 
insight into the significance of figures. 
Business became more dependent on cre- 
dit. Credit transactions are carried on by 
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book entries. The new bookkeepers be- 
came more important to theentrepreneurs. 
Since the word “‘bookkeeper’’ by this 
stage was in such low esteem, they styled 
themselves “accountants”. This word 
had a more dignified sound and also held 
somewhat more of mystery. Everyone 
knew what a bookkeeper did — he kept 
books. As to just what an accountant 
did, they were not so sure. 


Bear in mind that we are not here 
talking about word definitions. You 
know that accounting is the theory of ac- 
counts and bookkeeping the mechanics of 
recording that theory. The public do 
not reduce the matter to definition; they 
only know what mental images the two 
words bring to mind. The point that I 
would like to make is that both images 
are wrong and both are a barrier to tell- 
ing the public just what the correct 
images are. Before there can be under- 
standing between any two groups there 
must be some ground in common, some 
field where their minds can meet. 


Three Classes 


At the present moment in the public 
mind, there are three entirely separate 
and distinct classes of people who deal 
with figures,— 

Bookkeepers: They are beneath con- 
tempt. They take the figures that the 
boss gives them and they debit in and 
credit out. 


Accountants: They are quite clever 
men. They spend their time thinking 
up ways for their firms to avoid income 
tax. 

Chartered accountants, public account- 
ants, systematizers, auditors, et al: They 
are so smart that nobody can understand 
them. They sit on God’s right hand. 
(This view, unfortunately, is encouraged, 
perhaps even shared, by certain of the 
chartered accountants, public accountants, 
systematizers, auditors, e¢ al.) What do 
they do? Who knows? 


Now aside from any feelings of injur- 
ed pride that bookkeepers as a class may 
suffer, there is a far more important re- 
sultant from this attitude, one which af- 
fects the soundness of our business struc- 
ture particularly among the small to 
medium-sized enterprises. 


A Case History 


Mr. Robinson has some available cap- 
ital to invest. He examines very care- 
fully the opportunities open, estimating 
revenues, expenses and potential mar- 
kets in quite a thorough manner. He 
makes his selection, puts in his capital 
which is at this moment in the form of 
cash. 

Now overnight his attitude changes. 
What happens to his capital from there 
on falls into the realm of bookkeeping— 
a subject beneath his dignity. He now 
has actual figures to study instead of 
merely estimates. Does he use them? 
Does he know six months later in what 
form his original cash now is? Certain- 
ly not, he’s no bookkeeper. The word 
has become so highly colored emotionally 
that many people consider it as some- 
what shameful to admit having even a 
nodding acquaintance with the subject. 


Suggested Remedies 
“What to do about it?” 


The status of the word must be raised. 
One method of giving it a helping hand 
is for members of any professional body 
of accountants to avoid ever using it in 
a derogatory sense. I once heard a char- 
tered accountant reply in answer to the 
question, Do you think a bookkeeper has 
an aim in life?: “Certainly not. If he 
did, he’d be an accountant.” 

This is a negative sort of procedure so 
let's go a step further. Let us make a 
point of explaining, when the situation 
arises, the relationship between book- 
keeping and accounting. I am not advo- 
cating making a crusade of the matter; 
just give the bookkeeper a fair deal. 
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I think that while we are raising the 
status of “bookkeeper” we ought to tone 
down, or at least clarify, ‘‘accountant”’. 
In the minds of many the argument runs 
something like this: The bookkeeper 
keeps the books. The auditor insures 
the correctness of the figures. What then 
is left for the accountant to do except to 
think up ways of beating somebody: ei- 
ther the government with tax avoidance 
schemes; or the public with mergers, car- 
tels, and holding companies; or labor 
with high-powered cost systems. Thus 
the accountant is admired for his clever- 
ness but there is ever present the feeling 
that it is too bad he couldn’t turn that 
cleverness to more legitimate uses. That 
there should be such a function as the 
interpreting of figures does not of course 
occur. A three is a three, isn’t it? 
Trends, ratios, variations from normal! 
Only men like Einstein use stuff like 
that. 


Responsibility of the Profession 


Let the profession then take every 
opportunity of pointing out the inter- 
relationship not only between bookkeep- 
ing and accounting but also between the 
bookkeeper and the accountant. As the 
functions of the two become more clear- 
ly delineated, the public will realize that 
in any accounting there is necessary a tre- 
mendous amount of bookkeeping. The 
professional auditor might even mention 
that the moment he makes an adjusting 
entry he is doing bookkeeping. 

I will admit that part of the difficul- 
ty stems from our schools which teach 
children everything except how to make 
change or how to add to ten. As soon 


as any proposition is reduced to numer- 
ical form the reader throws up his hands 
and says, “Arithmetic was always my 
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poorest subject. Figures confuse me.” 
Since it is human nature to suspect what 
we do not understand, his next step is 
to view the whole proposition with sus- 
picion. As a natural corollary it follows 
that the larger are the figures the greater 
is the suspicion. It does not take much 
stretch to reach the point where any fin- 
ancial statement is looked upon as a 
hoodwinking device of some sort. 

Thus, by pure (?) logic, the reader 
has now arrived at the conclusion that 
all financial statements prepared by book- 
keepers, or worse yet by accountants, are 
some sort of devices to conceal the true 
state of affairs by throwing up a screen 
of figures. Even when an auditor's sig- 
nature appears the reader's mind is not 
always eased. By this time he has work- 
ed himself to the stage of considering the 
possibilities of the accountant having 
outsmarted the auditor or of the auditor 
being in a conspiracy with the manage- 
ment. 

To recapitulate, there are two factors 
which need adjustment before bookkeep- 
ing will cease to be “bad”, One is that 
schools presently teach mathematics in- 
stead of applied mathematics. This 
would seem to be a problem of society 
as a whole. The other is the emotional 
coloring of the word “bookkeeper”. 
This problem falls squarely into the lap 
of the professional accountant. Before 
you can explain your own position, Mr. 
Auditor, you must first restore the “book- 
keeper” to his rightful place. 











Annual Meetings of the Institutes 
ELECTION OF OFFICERS 


Alberta 


The 39th annual meeting of the Institute of Chartered Accountants of Alberta was 


held in Calgary on June 24, 1949. 


a 


The following officers and members of Council were elected for the year 1949-50: 
President: J. S. Simpson 

Vice-Presidents: J. L. Kergan, A. G. Burton 

Secretary-Treasurer: M. C. McCannel 


Members of Council: A. G. Burton, J. G. Duncan, J. R. Hardie, A. J. Hamilton, J. 
L. Kergan, L. J. Munn, M. C. McCannel, J. S. Simpson, J. M. Tweddle. 


Representatives on the Council of the Dominion Association of Chartered Accountants: 
J. G. Duncan, J. S. Simpson, J. L. Kergan 


British Columbia 
The 44th annual meeting of the Institute of Chartered Accountants of British Columbia 
held on June 24, 1949. 
The following officers and members of Council were elected for the year 1949-50: 
President: J. Lorn McLean 
Vice-President: W. Grant Ross 
Secretary-Treasurer: H. Norman Lunn 
Members of Council: T. Bailey, J. R. Church, C. V. B. Corbet, E. M. Gunderson, 
J. L. Helliwell, J. E. McIntosh, J. L. McLean, A. M. Reid, W. G. Ross, R. G. McA. 
Rutherford, W. G. Thompson, J. C. Wilson. 
Representatives on the Council of the Dominion Association of Chartered Accountants: 
J. L. McLean, W. G. Ross, J. C. Wilson 


Manitoba 


The 63rd annual meeting of the Institute of Chartered Accountants of Manitoba was 


held at the Fort Garry Hotel on June 28, 1949. 


The following officers and members of Council were elected for the year 1949-50: 
President: S. B. Laing 

Vice-President: William Young 

Secretary-Treasurer: J. A. T. Shelton 


Members of Council for two years: D. J. Campbell, C. E. G. Earl, S. B. Laing, C. 
W. Lynde, W. J. Macdonald, T. D. Poyntz, J. S. Swinden 


Representatives on the Council of the Dominion Association of Chartered Accountants: 
S. B. Laing, W. Young, J. S. Swinden 


New Brunswick 
The annual meeting of the New Brunswick Institute of Chartered Accountants was 


held on June 28, 1949, in the Union Club. 


The following officers and members of Council were elected for the year 1949-50: 
President: Geo. Smith. 

Vice-President: Geo. Hudson 

Secretary-Treasurer: G. A. Oulton 
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Members of Council: A. G. Burnham, D. Reevey, W. W. B. Dick, F. P. Blackmore, 
W. J. B. Gentleman, J. A. Marven 

Representatives on the Council of the Dominion Association of Chartered Accountants: 
Geo. Smith, Geo. Hudson 


Nova Scotia 


The annual meeting of the Institute of Chartered Accountants of Nova Scotia was 


held on June 29, 1949. 


The following officers and Council were elected for the year 1949-50: 

President: G. L. MacKinnon 

Vice-President: W. Wood 

Secretary: L. E. Peverill 

Treasurer: R. C. Buchanan 

Members of Council: D. F. Archibald, E. M. Davison, T. H. Johnson, S. MacIntosh, 
G. E. Martin, W. A. Morrell, F. A. Nightingale, L. E. Peverill, H. A. Renouf, F. L. 
Silver, J. G. Vickery 

Representatives on the Council of the Dominion Association of Chartered Accountants: 
G. L. MacKinnon, W. Wood 


Ontario 


The annual meeting of the Institute of Chartered Accountants of Ontario was held 


at the Royal York Hotel on June 28, 1949. 


The following officers and members of Council were elected for the year 1949-50: 
President: G. W. Smith 

Vice-Presidents: H. E. Crate, J. A. Wilson 

Secretary: G. M. Morrison 

Treasurer: W. L. L. McDonald 


Members of Council: D. A. Ampleford, B. A. Armstrong, G. W. Benson, W. M. 
Brace, M. A. Bradshaw, J. G. Glassco, W. T. Millard, G. H. Spence, R. S. Watson, 
W. F. Williams 


Representatives on the Council of the Dominion Association of Chartered Accountants: 
G. W. Smith, H. E. Crate, J. A. Wilson 


Prince Edward Island 


The annual meeting of the Institute of Chartered Accountants of Prince Edward 


Island was held on June 17, 1949. 


The following officers and Council were elected for the year 1949-50: 

President: W. E. Massey 

Vice-President: B. M. Sears 

Secretary-Treasurer: W. A. Morrell 

Members of Council: W. E. Massey, B. M. Sears, W. A. Morrell, N. W. Higgins, T. E. 
Hickey, J. W. Dixon, R. W. Manning 


Representatives on the Council of the Dominion Association of Chartered Accountants: 
W. E. Massey, H. R. Doane 


Quebec 


The 69th annual meeting of the Institute of Chartered Accountants of Quebec was 
held in Exchange Hall of the Montreal Board of Trade on June 29, 1949. 
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The following officers and members of Council were elected for the year 1949-50: 


C. N. Knowles 
Jean Valiquette 
G. P. Keeping 


President: 
First Vice-President: 

Second Vice-President: 
Honorary Secretary-Treasurer: 
Immediate Past President: 


J. A. de Lalanne 
T. V. Burke 


Members of Council for two years: T. V. Burke, J. G. Campbell, J. P. Gauthter, 
A. Van Harris, Jacques LaRue, J. C. Thompson 

Representatives on the Council of the Dominion Association of Chartered Accountants: 
T. V. Burke, Jean Valiquette, C. N. Knowles 


Saskatchewan 


The 41st annual meeting of the Institute of Chartered Accountants of Saskatchewan 
was held on June 24, 1949, at the Hotel Saskatchewan, Regina. 
The following officers and members of Council were elected for the year 1949-50: 


E. C. Gerry 
S. Orville McMillan 
T. H. Moffet 


President: 
Vice-President: 
Secretary-Treasurer: 

Members of Council: 


E. C. Gerry, H. A. Hunt, S. O. McMillan, H. S. Moffet, C. H. 


Smith, F. H. H. Smith, J. H. Thompson, W. M. Vicars, T. R. Wilder 
Representatives on the Council of the Dominion Association of Chartered Accountants: 
W. M. Vicars, E. C. Gerry, S. O. McMillan 


OBITUARY 


The Late Lucien Viau 

The Institute of Chartered Accountants of 
Quebec reports with deep regret the sud- 
den death of Lucien Viau at the age of 
forty years. 

Born and educated in Montreal, Mr. Viau 
practised his profession for many years and 
was senior partner of the firm of Lucien Viau 
& Associés. He was admitted to member- 
ship in the Quebec Institute in 1946, as a 
member of The Corporation of Public Ac- 
countants of the Province of Quebec. 


Mr. Viau was a member of the Board 
of Directors of La Chambre de Commerce 
Senior de Montreal, Laval sur-le-Lac Golf 
Club, the St. Denis Club and a member of 
the Club de Chasse at de Péche Chapleau. 
He was well known and respected in the 
profession and his untimely death was a 
great shock to his many friends and busi- 
ness confréres. 

The members of the Institute extend their 
sincere sympathy to his widow and five 
children. 
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ALBERTA 


Messrs. E. A. Christenson, C.A., and J. G. 
Simonton, C.A., announce the formation of 
a partnership under the firm name of Chris- 
tenson & Simonton, Chartered Accountants, 
with offices at 210 Bank of Nova Scotia 
Bldg., Edmonton, and at 122 8th Ave. W., 


Calgary. 


MANITOBA 


Mr. A. F. Desmond Campbell, C.A., Win- 
nipeg, is now chief comptroller of the In- 
ternational Refugee Organization in Geneva, 
Switzerland. 


ONTARIO 


Rumack & Fink, Chartered Accountants, 
announce the admission to partnership of 
Mr. Wilfred L. Seigel, C.A. Henceforth 
practice will be conducted under the firm 
mame of Rumack, Fink & Seigel, Chartered 
Accountants, 32514 Yonge St., Toronto. 

* + s 

The annual sports day of the Chartered 
Accountants Students’ Association of Ontario 
was held on Friday, June 24, 1949. 

The golf tournament was held at St. An- 
drews Golf Club and more than 200 players 
participated. Winner of the G. T. Clark- 
son Trophy for low gross was R. A. Mar- 
quis. 

The tennis tournament was held at the 
Toronto Cricket Club. A. R. Rowan was 
the winner of the Kris A. Mapp Trophy for 
tennis singles. 

During the spring twelve firms partici- 
pated in a baseball league. Fred Page Hig- 
gins & Co. and Wm. Eisenberg & Co. ad- 
vanced to the finals with Wm. Eisenberg & 
Co. emerging as the winner of the base- 
ball trophy for the second year in suc- 
cession. 

The various cups and prizes will be pre- 
sented to the winners at the annual fall 
dance. 


QUEBEC 


McDonald, Currie & Co., Chartered Ac- 
countants, announce the admission to part- 
nership of A. D. Peter Stanley, C.A., Wil- 
liam M. Reay, C.A., A. K. S. Lamplough, 
C.A., and William F. Davey, C.A., of Mont 
real; and of John H. C. McGreevy, C.A,, 
Roland Bedard, C.A., and Marius Laliberte, 
C.A., of Quebec. 


Mr. Thomas C. Corry, C.A. announces that 
his office is now located at 1539 Bishop St, 
Montreal, Que. 

* * * 

Hudson, McMackin & Company, Charter- 
ed Accountants, announce the opening of an 
office for the practice of their profession at 
231 St. James St. W., Montreal, with Ma 
A. C. Shackell, B.Com., C.A. as resident 
partner. 


The Chartered Accountants Students’ 
Society of Quebec 


The annual field day of the Chartered 
Accountants Students’ Society of Quebec was 
held this year at the Mount Royal Golf 
Club on June 13th. Over 200 members of 
the Society turned out for the event. Com- 
petition for the Dunton Trophy, emblem- 
atic of golf supremacy, attracted 34 four- 
somes, while the club courts were busy 
all afternoon as a round-robin tennis tourna- 
ment was run off. 


The afternoon was climaxed by a buffet 
supper served in the clubhouse, and prizes 
were then presented by Messrs. T. V. Burke, 
C.A., C. N. Knowles, C.A., and G. P. Keep- 
ing, C.A., to the successful contestants. Ian 
Ballantyne won the Dunton Trophy and 
Frank Yule was winner of the tennis 
tournament. 


Arrangements for the field day were ef- 


ficiently handled by President R. C. Berry, 
C.A., Peter Leggat and Russ Bremner. 
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NOTES AND COMMENTS 


7. PAST JUNE we attended the 
meetings of The Canadian Political 
Science Association in Halifax. As far 
as we could gather no other accountant 
was present. We think it is a good thing 
that accountants should occasionally min- 
gle among economists and political scien- 
tists if for no other reason than to raise 
the general tone of their meetings. 


As a matter of fact we feel quite 
strongly that accountants are, by the very 
nature of their work, economists in their 
own right. This in spite of the fact 
that many boys and girls who go up to 
write their final accountancy examinations 
think they are a long way from being 
economists when confronted with ques- 
tions on the theory of wages and inter- 
est! 

In the first place, accountants are in 
the course of their activities dealing first- 
hand with the workings of the economy. 
This is particularly true of course for 
the auditor who visits a number of cli- 
ents engaged in a variety of business pur- 
suits. It is surely most difficult for one 
to become a qualified accountant without 
assimilating a wide incidental knowledge 
of commercial practice and manufacturing 
processes. 


In the second place accountants are 
concerned with the measurement of in- 
come. ‘There is a whole branch of econ- 
omics, and an important one, devoted to 


the concepts of “income” and “‘capital”’. 
It is at this point that an interchange of 
ideas between accountants and economists 
can be most helpful. In fact many of 
the present leaders in the accountancy 
profession seem to have been those who 
have acquainted themselves with the 
economic theory of these topics. But 
the benefits are not all in one direction. 
It is possible to find economists who re- 
coil from simple financial statements like 
the devil abhors holy water. It is pos- 
sible to find still others who disagree 
with the accountant’s methods without 
understanding his reasons for using them. 
No doubt enlightenment can work both 
ways. 


* * & 


A* some later time we may refer to 
the contents of one or two of the 
papers read at the meetings in Halifax. 
We found the papers on the whole help- 
ful, atid a couple of them even amusing, 
but we suspect they also served as a use- 
ful pretext for seeing the country (it was 
very beautiful) and for meeting other 
people with a more or less similar in- 
terest (they were very pleasant). For 
the present our point is that we cannot 
see that accountants are necessarily being 
presumptuous when they interest them- 
selves in the proceedings of economists. 
At least no one challenged our presence 
at the meetings. 
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PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and reflect 
of course the personal views and opinions of the various contributors. They are designed 
not as models for submission to the examiner but rather as such discussion and explanation 
of the problem as will make its study of benefit to the student. Discussion of solutions 
presented is cordially invited. 


PROBLEM 1 


Intermediate Examination, November 1948 
Accounting I, Question 7 (10 marks) 

With the relaxation of credit restrictions, Radio Sales Company in 1947 began to sell 

their radios on the instalment plan, and propose to relate income to collections. 

The following information pertaining to the instalment sales is supplied: 

Instalment sales during the year ..............0...000 ; Jsvvasedvcespe DO,000 

Cost of radios sold under instalment plan ....... seseeeseee 150,000 
Radios are sold on the following terms: 

10% down, the balance in 10 equal monthly instalments. 

Collections during the period amounted to $115,000. 

The foregoing totals include the following transactions upon which default has 

occurred: 

i. A. B. See made the down payment on the radio purchased by him for $300. No 
further payments were made, so the radio was repossessed. It is estimated that the 
repossessed radio can be sold for $250. 

ii. H. I. Jay made the down payment on a radio he purchased for $250. After making 
the next two payments, he ceased paying and the radio was then repossessed. This 
radio was in such poor condition that it could be used only in repairs and so was 
turned over to the service department of the store, where it was taken into stock 
of spare parts at a value of $75. 

At the moment, it would seem all other accounts are collectible. 

Required: 
(a) Journal entries to record all of the above transactions. 


(b) Statement showing gross profit for the year. 


SOLUTION 
(a) Cr. Deferred gross 





Margin on sales—40% of selling price 
Collections during year ....$115,000 
.s Margin realized 40% 

BE RRO wiicsdecdicriasstnee 46,000 


Journal Entries: 


1. Dr. Instalment accounts 
receivable ............. $250,000 


Cr. Instalment sales $250,000 
Selling price of instal- 
ment sales during year 
2. Dr. Instalment sales .... 250,000 
Cr. Inventory ........ 150,000 


; ie Cal. 3: 


profit on instalment 

WENO clic ee 
To set up gross profit 
on total sales 


100,000 


rei eia ces 115,000 
Cr. Instalment ac- 
counts receivable 
Collections during year 


115,000 


. Dr. Deferred gross 


profit on instal- 
ment sales .............. 46,000 
Cr. Gross profit 


en 46,000 
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Gross profit realized 6. Dr. Deferred gross 
through collections profit ....... 72 
5. Dr. Loss on re-posses- Spare parts inven 
Se Cenex Aas, 12 vi aesrsiyecenameniienn v9 
Re-possessed inven- Loss nants peroees 
sed hes techies aie 150 eee 33 
Deferred gross CF, Instalment ac- 
OUI iovinisxrtcseoe 108 counts receivable... 180 
Ps. Kensinet ac H. I. Jay defaults on radio; s.p. $250 af- 
vats etialdite 270 ter payment of $70; re-possessed radio 
taken into stock of spare parts at value 
A. B. See defaults on radio; s.p. $300 af- of $75. 
ter payment of $30; s.p. of re-possessed ra- 
dio estimated at $250.* * ., taken into inventory @ $250 less gross 


profit of 40%—$150. 


(b) 
RADIO SALES COMPANY 
STATEMENT OF GROSS PROFIT ON INSTALMENT SALES 
For Year Ending — 

Sales ..... eee ; ie idisGcontiulum gaan ose tas alee tec nee eta es nei eto $ 250,000 
Less: Cost of radios sold ss niemeeasicne: ene es 150,000 
eaes PIOR occ icccce eis Sis call 7 SU) bin Sia oie Foci, Mig ate th Lbs alae nears tds $ 100,000 
Less unrealized gross profit applicable to uncollected instalments ................... 54,000 
Gross profit realized on 1947 sales, being 40% of collections of $115,000 ... 46,000 
Less loss on re-possession ....... BRS seaisscececsrid eo cracks lancet sacats bolgueidece’ 45 
Gross profit less defaults psa eee ices $ 45,955 


PROBLEM 2 
Final Examination, November 1948 
Accounting II, Question 6 (15 marks) 


The Noplastic Co. Ltd. manufactures one main product only known as “Isplastic”, and 
a by-product known as “Notplastic’”. 

Isplastic sells for $1,000 per ton. The selling and administration charges are 25% of 
the selling price. This product is made from three ingredients, P, L and A, in the following 
proportions and at the following costs: 


P — 50% — costs $150.00 per ton 
L — 20% — costs 75.00 per ton 
A — 30% — costs 45.00 per ton 


Handling and storage charges amount to 12% of the cost of each ingredient. 

The plant is divided into five manufacturing departments, of which 1, 2, 3 and 4 are en- 
gaged in the manufacturing of Isplastic, and 5 in the recovery of the by-product, Notplastic. 

The accompanying table shows the cost of direct labor per ton of product handled and 
the percentage of department factory expense to the direct labor: 
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Percentage of 
departmental 
Direct labor factory expense 
Department per ton to direct labor 
OMNI 0k ectsh css neces cepaseabecineursdsctaweiacsivaceastcse $35.00 10% 
NN acess Soueomtutans 17.50 280% 
5 NN NN NINO ei cnkscscacndacdpecopateaseveee 24.00 110% 
M,. Grinding Od Packing ......siesecoiesscnssecccossssee 80.00 40% 


General factory expenses that cannot be charged to any one department amount to 50% 
of the total direct labor. 

In Department 2 there is a yield of only 80% of Isplastic from the tonnage of the 
ingredients mixed; the other 20% is treated in Department 5, and two-thirds of this 
20% is recovered as the by-product, Notplastic, the other third being entirely waste. 

A net profit of $50.00 per ton is made on the sale of Notplastic after all expenses of 
every kind are charged against it. No charge is made against Notplastic for the raw 
material from which it is recovered. 

Required: 

From the foregoing information, calculate the profit per ton (2,000 Ibs.) of Isplastic 

on every ton sold. 
SOLUTION 
THE NOPLASTIC COMPANY LIMITED 


CALCULATION OF NET PROFIT PER TON OF ISPLASTIC SOLD 


Department 
1 2 3 4 

Materials Y, ton P $ 75.00 
1/5 ton L 15.00 } $192.92 $268.17 $318.09 

3/10 ton A 13.50 

Handling and storage 12.42 
Direct labor 35.00 17.50 19.20 64.00 
Departmental factory expense 24.50 49.00 21.12 25.60 
General factory expense 17.50 8.75 9.60 32.00 














$192.92 $268.17 $318.09 $439.69 





Yield 1 ton 8/10 ton 8/10 ton 8/10 ton 
to to Dept. to Dept. 
Dept. 2 3 4 
2/10 ton 
to Dept. 
2 
Less: Profit on Notplastic: 
By-product 2/10 ton 
Saleable 2/3 x 2/10 — 4/30 ton 
Net profit per ton $50.00 
Net profit on 4/30 ton — $50.00 x 4/30 — $6.67 6.67 
Net Cost 8/10 ton $433.02 
Cost per ton—10/8 x $433.02 $541.27 
Selling & administrative charges 250.00 
$791.27 
Selling Price 1000.00 


Net profit per ton $208.73 
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PROBLEM 3 
Final Examination, November 1948 
Accounting II, Question 7 (25 marks) 


BZB Company Limited manufactures a product which sells at $1.00 per unit. In 
December 1946, a budget covering operations for the first six months of 1947 was prepared 
and during January and February, sales and costs were in accordance with the budgeted 
figures. 

March costs were found to increase substantially because on 1st March, direct labor 
costs increased by 15%; direct material costs by 10%; indirect labor (fixed) by 10%; 
sales salaries from $500 to $530 per day and administrative salaries from $600 to $635 
per day; and miscellaneous factory supplies and expenses increased by 10%. 

The management expects that the same number of units can be sold even though the 
selling price is increased by 10 cents per unit as from 1st May, 1947. 

The accountant is supplied with the following information taken from the original 
budget, and requested to prepare a revised budget covering the months April, May and 
June 1947. 


Sales Production Direct Materials 

Month (Units) (Units) Used 
I Satis tensive soa Stab teaterrcailes 265,000 260,000 $61,450 
RRNA ~ cesscccs ct: cssivsxiveabuaisaerekiaion 260,000 280,000 64.500 
MINT Scors basen dsc we cpraeteieaioncie aids 268,000 275,000 63,300 
BE iss oth as cpucapsvencoarscesupiessaniaietee 286,000 270,000 62,200 
NN consestavinbnsiarctanpcccosssiceseceorwaberiese 260,000 240,000 55,300 
NNN iis 2 Riiccnpecaup rep tisatca cas aieanscomee eatin 292,000 285,000 74,600 


Direct labor: $1,500 per day 

Factory superintendent and assistant: $24,000 per annum 
Factory foremen: $150 per day 

Indirect factory labor: 60% of direct labor 

Municipal taxes and insurance: $55,200 per annum 

Light, heat and power: $90,000 per annum 

Miscellaneous factory supplies and expenses: $300 per day 
Depreciation: $8,600 per month 

Fixed selling expense: $650 per day 

Variable selling expense: 6% of sales 

Fixed administrative expenses: $750 per day 

Variable administrative expenses: 5% of sales. 

On 1st January 1947 there were 546,000 units of finished products on hand, valued at 
65¢c each. Inventory costs are maintained on the FIFO basis and the book value of the 
inventory as at 31st January 1947, was $355,150. 

Manufacturing operations are carried on 24 hours a day, 7 days a week. 

The working capital of the BZB Company Limited, as at 31st December 1946, was 
as follows: 
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Current Assets: 


Sen eben I AR i nc ceacisacees nani etindpg dis anes $ 8,000 
NI NIN 2 oi ca senscceuisunipaoubsscanbapsnsatenovonsinone iibeeeh textes 366,000 
Inventories: 
IE PII TEI NS ain ess csnciesiécestencuscensseaces Sea iN eaten sae $ 87,000 
Eitan a capo sala asa epaee mason unset apreeaesiaesees 354,900 
ee 441,900 
Prepaid expenses: 
Insurance (12/36 of $90,000) ...... ee ee 30,000 
$845,900 
Less current liabilities: 
Accounts payable ... : Sree Sea ee $112,000 
NUN DUT cha a Os lad ee ors ae ce a ae 
Bank loan (due 15th July 1947) .......... San cletcss deseueiencessceees) CAOAOOND 
549,000 
ee I IN oes cocci snccasincastedssebsccsstses Bah Le it $296,900 


and 


Purchases of direct materials, factory supplies and expenses, variable selling expenses, 
variable administrative expenses, are all paid on the 15th of the following month. 


Salaries and wages are paid on the 15th and 30th of the month. 
Light, heat and power, are all paid on the 10th of the following month. 
Fixed selling and administrative expenses are paid on the 15th and 30th of the month. 


Direct materials were purchased as follows: 


January ithe AiemGce Oe. Te . Pie nd eae Aa $70,000 
MNO aa ie ctiln tees BORON TOMO Scccsicsievecactiscccshoueennee 60,000 
MINIM yas cays 0 pe aca asst sesuapeteiiseoeyatencs PE? TNE isvescncs cuisines chee rvemase pacrenies 75,000 


The first instalment on municipal taxes, amounting to 25% of the year’s charge, is 


due on 15th June, a second instalment of 25% on 1st September, and the balance on 1st 
December. 


All sales are on account, and on the average 60% of the accounts in respect of any 


one month’s sales are collected during the following month, and the balance during the 
next following month. 


the 


A dividend on the common stock of the company at the rate of $5 per share on 
12,000 shares outstanding was declared payable on 15th March to shareholders of 


record as of 28th February 1947. 


For the purposes of this question, taxes on income are to be ignored. 


Required: 


(a) The statement the accountant would prepare for submission to the management 
of the BZB Company Limited, in accordance with their request and the information 
given to him. 

(b) A statement showing the budgeted amount of the bank overdraft or balance as 
the case may be, as at the close of business on 30th June 1947. 








Co 


uo ff 





Balance Ist January 1947 
January Sales 


January Production 


February Sales 


February Production 


March Sales 


March Production 


April Sales 


April Production 


May Sales 


May Production 


June Sales 


June Production 


Balance, 30th June 1947 
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SOLUTION 


CALCULATIONS OF INVENTORY 


Units 
546,000 @ 65c 
265,000 


281,000 
260,000 


541,000 
260,000 


281,000 
280,000 


561,000 
21,000 @ 65c 
247,000 January Production 


293,000 
275,000 
568,000 
13,000 January Production 


273,000 February Production 


282,000 
270,000 


552,000 
7,000 Feb. Production 
253,000 March Production 


292,000 
240,000 


532,000 
22,000 March Production 
270,000 April Production 


240,000 
285,000 


525,000 


83 


Cost 
$354,900 
172,250 


182,650 


172,500 


355,150 


169,000 


186,150 
167,000 


353,150 
177,525 


175,625 
193,435 


369,060 


171,450 


197,610 
188,970 


386,580 


182,135.20 


204,444.80 
184,635 


389,079.80 


204,444.80 


184,635.00 
202,610 


387,245 





ill AL DA AAA 
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STATEMENT OF BUDGETED BANK BALANCE AS AT JUNE 30, 1947 


Cash on Hand, 31st December 1946 
Add expected receipts: 


DCCC ORE TCCCTT RIO TGIG ois onisnissccsiseceosssessdsorsesensst $366,000 
SEE MINIS hore phil osetia a as aan cacsaspsmenmeaion nme 265,000 
MMI NN re ea os Pepa tuoncvia tees beatae 260,000 
I IN Sg os eel Pra Scenes se ee Eh eal 268,000 
UE IIS oo adeics sas cassrscnsi ps odochinnemrawasapavioaweenn castes 286,000 
May Sales—60% Of 286,000 .......cccscsssssssssssesssseesseees 171,600 
June Sales ........... ieiitsipecetiersda sss i siiidese cas aemuneseeNwasetses — 


Less expenditures: 


PeaechaSe ee TOTCOCt PEAUCCIANG cas issinsssnsssascinsecersateosecarcadsoys, 

PACHOLY Beles: Be TORS CG on. wsiisceisscsccensccosesesescesessensees 

MP OAREIS OEIIN COMBE son) icici scisnsencssisuccksansctesonsnnsivessoue 

Variable administrative expense ..................0.c-cscccsssssessseees 

Salaries & Wages: 
PACORTy ‘GUBCTAUEIIOOE assis civcceihicesestiiscsscscievcsnens $ 12,800 
PRI I yds cecrcovscns vs ficsassSoeeethubanecetc dae mcentbveancesiese 298,950 
ONO > NUNN gas on ves cpantcncecaavesicpesndeconea ccdswncecsacanione 28,980 
RRR ee RO IN ch spp asks cece tcsbancdidas saan sucsesons 179,370 


es, MEER RE NU spoils as ns scavehs os svsspssnascaeappentebessamianczands 

BPR I I sss Sask sccspsen tence eigssocenncicccraticnnsess 

Fixed administrative expemses ..............c.c-sccscsscsssorseccsssseee 

BRmiCIDAL, THREE 25K OE 2B QOD ovis cvsesiscscsisicsesccessssiccsnsens 
((4,600 x 12) — 30,000) 

Dividends $5 per share on 12,000 shares .................:0 

Current liabilities at Ist January 1947 0... 


OCI QVENREINE © is iisiiccncrcmdcarniRieees 


$295,000 
48,060 
81,900 
68,250 


520,100 


37,500 
121,310 
140,020 

6,300 


60,000 
349,000 


$ 8,000 


1,616,600 


$1,624,600 


1,727,440 


$ 102,840 
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